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CHAPTER I  
INTRODUCTION
P ro lo g u e
The c a s h l e s s  s o c i e t y  i s  a p p r o a c h in g  a  r e a l i t y  f o r  many 
A m e r ic a n s .  T r a n s a c t i o n s  d u r i n g  any  p a r t i c u l a r  d a y  may t y p i ­
c a l l y  i n c l u d e  u s e  o f  t h e  g a s o l i n e  c r e d i t  c a r d ,  t h e  bank  c a r d ,  
and p r i v a t e  r e t a i l e r  c a r d s .  The u s e  o f  c r e d i t  and t h e  demand 
f o r  i t  i s  i n c r e a s i n g  d r a m a t i c a l l y .  An a n a l y s i s  o f  r e t a i l  
s a l e s  i n  S e p te m b e r  o f  1974 r e v e a l e d  t h a t  consum er c r e d i t  was 
i n  g r e a t  demand and i n c r e a s e d  s h a r p l y ,  e s p e c i a l l y  i n  t h e  a r e a s  
o f  a u to  l o a n s ,  home r e p a i r  and m o d e r n i z a t i o n ,  c h a r g e  a c c o u n t s ,  
and s e r v i c e  c r e d i t . ^  I n  v ie w  o f  t h e  i n c r e a s i n g  demand, t h e  
I n t e r b a n k  Card A s s o c i a t i o n  h a s  b e e n  e x p a n d in g  i t s  c r e d i t  c a r d  
a v a i l a b i l i t y  i n t o  a s  many a r e a s  and i n d u s t r i e s  a s  p o s s i b l e .
F o r  e x a m p le ,  a  m o r tu a r y  h a s  b e e n  s e e n  t o  a d v e r t i s e  a  b an k
2
c a rd  i n  paym ent f o r  s e r v i c e s  r e n d e r e d .
To h i g h l i g h t  t h e  v a s t  i n c r e a s e  i n  c r e d i t  demand and t o  
i l l u s t r a t e  how some a g e n c i e s  a r e  c o p i n g  w i t h  t h i s  demand, 
c o n s i d e r  t h e  f o l l o w i n g  q u o t a t i o n  from  a  r e c e n t  i s s u e  o f  t h e  
W all  S t r e e t  J o u r n a l :
"B o th  o u t f i t s  (B an k A m erica rd  and M a s te r  C h a rg e )
^W all  S t r e e t  J o u r n a l . March 25> 1974 , p .  1.
2
W all  S t r e e t  J o u r n a l . Decem ber 21 , 19 7 2 , p .  1.
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hope t o  l u r e  r e l u c t a n t - n a t i o n a l  d e p a r tm e n t  s t o r e  
c h a i n s  i n t o  t h e  f o l d , " ^
O th e r  co m p a n ie s  h a v e  u s e d  and a r e  u s i n g  t h e  t e l e p h o n e  f o r  
lo n g  d i s t a n c e  c r e d i t .  Gam ble-Skogmo, f o r  ex am p le ,  i n s t i ­
t u t e d  a  c h a r g e - i t  by  phone p r o c e d u r e  w hereb y  a c u s to m e r  c o u ld
k
e s t a b l i s h  c r e d i t  by t e l e p h o n e .  The company w ould c h e c k  on 
t h e  c u s to m e r  t o  d e te r m in e  w h e th e r  o r  n o t  c r e d i t  s h o u ld  be  e x ­
te n d e d  o r  r e j e c t e d  o r  w h e th e r  f u r t h e r  i n v e s t i g a t i o n  w ould be  
n e c e s s a r y .  I n  t h e  r e c e n t  p a s t ,  o i l  c o m p a n ie s  w ould  m a i l  
t h e i r  c r e d i t  c a r d s  t o  g r a d u a t i n g  S e n i o r s  e x p r e s s i n g  t h e  i n ­
d u s t r y ’ s t r u s t  i n  t h e i r  a b i l i t y  s i n c e  t h e y  w ere  p r o v e n  s t u ­
d e n t s  and p re s u m a b ly  good c r e d i t  r i s k s .  A ls o ,  o f  c o u r s e ,  
t h i s  t r u s t  was aim ed to  p r o v id e  s u b s t a n t i a l  good w i l l  e f f e c t s  
and open  m ore c r e d i t  a c c o u n t s  f o r  t h e  i n d u s t r y .
B ut e v e n  th o u g h  c r e d i t  i s  i n  g r e a t  demand, and e v e n  
th o u g h  many o r g a n i z a t i o n s  a r e  w i l l i n g  to  e x te n d  i t ,  many con­
su m ers  h a v e  fo u n d  t h a t  t h e y  a r e  e x p e r i e n c i n g  a c c e l e r a t e d  f i ­
n a n c i a l  p ro b le m s  b e c a u s e  th e y  h a v e  o v e r e x te n d e d  t h e m s e lv e s .
I t  h a s  b e e n  fo u n d  t h a t  more p e o p le  a r e  r e q u i r i n g  c r e d i t  
c o u n s e l i n g  t o  h e l p  them l i v e  w i t h i n  t h e i r  m eans. C o u n s e l in g  
i s  n o t  r e s t r i c t e d  t o  j u s t  t h e  l o w e r  c l a s s e s  a s  r e p o r t s  have  
s t a t e d  t h a t  b u s in e s s m e n  and o t h e r  p r o f e s s i o n a l  p e o p le  a r e  r e ­
q u i r i n g  t h e  a i d  o f  c o u n s e l o r s  i n  e v e r  i n c r e a s i n g  n u m b e r s .^
3 I b i d .
% / a l l  S t r e e t  J o u r n a l . A u g u s t  1 6 ,  I 9 6 7 , p .  26. 
\ a l l  S t r e e t  J o u r n a l . O c to b e r  1 0 ,  1974 , p. 1 .
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The A m erican  economy I s  r a p i d l y  d e v e lo p in g  a  c r e d i t  
economy. W itn e ss  t h e  i n c r e a s i n g  num bers  o f  r e t a i l  s t o r e s  
p r o v i d i n g  v a s t  q u a n t i t i e s  o f  v a r y i n g  s e r v i c e s  t h a t  o f f e r  
t h e i r  own p e r s o n a l  c h a r g e  a c c o u n t s  and c r e d i t  c a r d s  a s  w e l l  
a s  h o n o r in g  t h e  more n a t i o n a l l y  known b an k  c a r d s .  W itn e s s  
t h e  num erous l e n d i n g  i n s t i t u t i o n s  e x t e n d i n g  more an d  more 
consum er c r e d i t  f o r  p e r s o n a l  l o a n s ,  a u to m o b i le s  and so  on . 
Human n a t u r e  b e in g  a s  i t  i s ,  many i n d i v i d u a l s  p r e f e r  t o  p u r ­
c h a s e  t h e i r  goods new and  e n jo y  t h e  month l a g  ( o r  w h a te v e r  
p e r i o d  t h a t  i s  a g r e e d  upon  by t h e  l e n d i n g  i n s t i t u t i o n )  p r i o r  
t o  p a y in g  f o r  t h e  p u r c h a s e ,  r e g a r d l e s s  o f  i n t e r e s t  r a t e s .
By o b s e r v in g  t h e  i n c r e a s e d  demand f o r  c r e d i t  i n  some 
fo rm  o r  a n o t h e r  and  o b s e r v i n g  i t s  f r e q u e n t  u se  i n  e v e ry d a y  
l i v i n g ,  a  q u e s t i o n  a r i s e s  a s  t o  how t h i s  c r e d i t  i s  e x t e n d e d .  
What p o l i c i e s  do b a n k s ,  s t o r e s ,  c r e d i t  u n io n s  and  s o  on u s e  
t o  ju d g e  w h e th e r  c r e d i t  w i l l  be g r a n t e d ?  C r e d i t  a n d  i t s  e x ­
t e n s i o n  t o  t h e  consum er i s  t h e  m ain  t o p i c  o f  t h i s  p a p e r .  Hu­
man r e l a t i o n s  and m anagem ent and  o r g a n i z a t i o n  w i l l  a l s o  be 
d i s c u s s e d  a s  th e y  r e l a t e  t o  c r e d i t  m anagem ent. T h e se  I n t u i ­
t i v e  and  i n h e r e n t  m anagem ent a s p e c t s  o f  t h e  c r e d i t  e x t e n s i o n  
p r o c e s s  may p e r h a p s  be some o f  t h e  m ost v a l u a b l e ,  c o n c l u s i v e  
ou tcom es  o f  t h e  p r o j e c t .
The P ro b lem
The c e n t r a l  h y p o t h e s i s  o f  t h e  s tu d y  i s  t h a t  a  s t a n d a r d  
c r e d i t  p o l i c y  e x i s t s  w hich i s  p a r t i c u l a r  t o  a s p e c i f i c  g e o ­
g r a p h i c  l o c a t i o n .  G re a t  F a l l s ,  M ontana . A lth o u g h  t h i s  p o l i c y
R eproduced  with permission of the copyright owner. Further reproduction prohibited without permission.
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may a l s o  b e  a p p l i c a b l e  to  many o t h e r  g e o g r a p h ic  l o c a t i o n s ,  
i t  w i l l  d e f i n i t e l y  e x i s t  i n  and p e r t a i n  t o  th e  G r e a t  F a l l s  
com m unity  and h e n c e  d e f i n e s  a  c r e d i t  a r e a  p a r t i c u l a r  t o  
G r e a t  F a l l s .  The p ro b le m ,  t h e n ,  was t o  a s c e r t a i n  t h e  c h a r ­
a c t e r i s t i c s  o f  t h i s  p o l i c y ,  i f  i n  f a c t  i t  e x i s t e d .  S h o u ld  a  
s t a n d a r d  c r e d i t  p o l i c y  e x i s t ,  t h e n  i t  w i l l  d e f i n e  a  c r e d i t  
a r e a .
I n  a c c o m p l i s h in g  t h e  ab o v e  m e n t io n e d  o b j e c t i v e ,  s e v e r a l  
g o a l s  had to  be a t t a i n e d .  F i r s t ,  t h e  c r e d i t  p o l i c i e s  o f  t h e  
v a r i o u s  l e n d i n g  i n s t i t u t i o n s  i n  t h e  com m unity w ere  to  be  
d e te r m in e d .  At t h i s  p o i n t  i t  w ould  be  a p p r o p r i a t e  t o  d e f i n e  
w h a t i s  m ean t  by l e n d i n g  i n s t i t u t i o n .  F o r  t h e  p u r p o s e s  o f  
t h i s  s t u d y ,  a  l e n d i n g  i n s t i t u t i o n  was c o n s id e r e d  t o  be  any 
o r g a n i z a t i o n  ( e . g .  c r e d i t  u n i o n s ,  r e t a i l  s t o r e s ,  e t c . )  w h ich  
e x te n d e d  c r e d i t  t o  a  consum er su c h  t h a t  t h e  consum er was 
a l lo w e d  to  p u r c h a s e  a  g o o d ( s )  a t  t h e  c u r r e n t  t im e  and d e l a y  
paym ent f o r  t h a t  g o o d ( s )  u n t i l  a  l a t e r  t im e .  The g o o d ( s )  
was c o n s id e r e d  t o  b e  an y  t h a t  m ig h t  be  p u rc h a s e d  v i a  c r e d ­
i t  c a r d  o r  l o a n  ( f o r  exam ple  money b o r ro w e d  from  a  bank  w i l l  
be c o n s id e r e d  a s  " p u r c h a s e d ” now and " p a id  f o r "  a t  a  l a t e r  
t im e  d e p e n d in g  on t h e  b a n k ' s  c u r r e n t  p o l i c i e s  and i n t e r e s t  
r a t e s ) .
A f t e r  d e t e r m i n i n g  t h e  p o l i c i e s  o f  num erous l e n d i n g  i n ­
s t i t u t i o n s ,  t h e s e  p o l i c i e s  w ere  a n a ly z e d  f o r  s i m i l a r i t i e s ,  
and f r e q u e n c y  o f  o c c u r r e n c e  t o  d e t e r m in e  i f  a  s t a n d a r d  p a t ­
t e r n  e x i s t e d .  They w ere  com pared a g a i n s t  a  m odel t h a t  was
R eproduced  with permission of the copyright owner. Further reproduction prohibited without permission.
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d e v e lo p e d  a s  a  c o n t r o l  I n  C h a p te r  I I I  o f  t h i s  s t u d y .  The mo­
d e l  t h a t  was d e v e lo p e d  w as, i n  a  s e n s e ,  a n o t h e r  g o a l  o f  t h e  
s tu d y  a s  i t  i n v o l v e d  c r e d i t  s c o r i n g  t e c h n i q u e s .  Each i n d i ­
v i d u a l  l o a n  o f f i c e r  was a s k e d  t o  g i v e  a p e r s o n a l  o p i n i o n  
(w hich  may be  a l t o g e t h e r  d i f f e r e n t  f ro m  a c c e p t e d  company p o l ­
i c y )  o f  w hich  c h a r a c t e r i s t i c  o r  c h a r a c t e r i s t i c s  w ere  im p o r­
t a n t  i n  j u d g in g  w h e th e r  a n  a p p l i c a n t  s h o u ld  be  g iv e n  c r e d i t .
The f i n a l  g o a l  was t o  d e t e r m in e  w h e th e r  t h e r e  e x i s t e d  
a n  optimum p o l i c y  b a s e d  on d a t a  c o l l e c t e d  from  t h e  v a r i o u s  
l e n d i n g  i n s t i t u t i o n s .
R e g a r d l e s s  o f  w h e th e r  t h e  h y p o t h e s i s  i s  p ro v e n  o r  d i s ­
c la im e d ,  t h e  a t t a i n m e n t  o f  t h e  g o a l s  s t a t e d  above  a i d e d  i n  
f u l f i l l i n g  t h e  p u r p o s e s  o f  t h i s  p a p e r .  I n  e s s e n c e ,  t h e s e  
p u r p o s e s  w ere  t o  g a i n  i n s i g h t  i n t o  t h e  a c t u a l  o p e r a t i o n  o f  
d a i l y  b u s i n e s s  p r a c t i c e s  and  p o l i c i e s ;  and  t o  g a i n  a  b e t t e r  
u n d e r s t a n d i n g  o f  t h e  m a n a g e r i a l  d i s c i p l i n e  and  i t s  a f f e c t  on 
human r e l a t i o n s .  As much o f  t h i s  t y p e  o f  d a t a  I s  i n t a n g i b l e  
a n d  u n q u a n t i f i a b l e ,  i t  w i l l  n o t  b e  r e c o r d e d  p e r  s e .
B ackground
P r i o r  t o  e x p l o r i n g  t h e  s p e c i f i c  q u e s t i o n s  c o n c e r n in g  
c r e d i t  p o l i c y  and  c r e d i t  s c o r i n g ,  i t  w ou ld  be a p p r o p r i a t e  t o  
b r i e f l y  c o n s i d e r  t h e  b a s i c  b a c k g ro u n d  o f  w hich  c r e d i t  i s  a  
p a r t .
Prom a  b ro a d  v ie w ,  one m ig h t  c o n s i d e r  w o rk in g  c a p i t a l  
a s  a  b a s i c  s t a r t i n g  p o i n t .  W orking  c a p i t a l  r e f e r s  t o  a n  o r ­
g a n i z a t i o n ' s  s h o r t  te rm  i n v e s t m e n t s  i n  a s s e t s  ( i . e .  c a s h .
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s h o r t  te rm  s e c u r i t i e s ,  a c c o u n t s  r e c e i v a b l e  an d  i n v e n t o r i e s ) . ^  
I t s  m anagem ent e n co m p asses  a l l  i n t e r r e l a t i o n s h i p s  t h a t  e x i s t  
among c a s h ,  s h o r t  t e rm  s e c u r i t i e s ,  i n v e n t o r i e s ,  a c c o u n t s  r e ­
c e i v a b l e  a n d  t h e  r e s u l t i n g  d e c i s i o n s  t h a t  m u s t  u l t i m a t e l y  b e  
m ade. N a t u r a l l y ,  num erous o r g a n i z a t i o n a l  g o a l s  m u s t  be  
a c h i e v e d ,  some o f  w h ich  a r e  t h e  f o l l o w i n g :  ( 1 ) g e n e r a t i o n
o f  a  s e r v i c e  o r  a  p r o d u c t ;  ( 2 ) p r o v i s i o n  f o r  e f f i c i e n t  a l l o ­
c a t i o n  o f  r e s o u r c e s ;  and  (3 )  a t t a i n m e n t  o f  a  p r o f i t . ^  T h ese  
o r g a n i z a t i o n a l  g o a l s ,  h o w e v e r ,  may n o t  a lw a y s  c o i n c i d e  w i th  
t h o s e  o f  t h e  i n d i v i d u a l  m a n a g e r s .  T h e r e f o r e ,  a n  a r b i t r a t i o n  
p a t h  m ust be  a v a i l a b l e  t o  i n s u r e  c o n s i s t e n c y  b e tw e e n  t h e  o r ­
g a n i z a t i o n  an d  t h e  i n d i v i d u a l  t o  i n s u r e  o v e r a l l  g o a l  c o m p a t­
i b i l i t y .
A c o n f l i c t  i n  g o a l  c o m p a t i b i l i t y  comes t o  mind Immedi­
a t e l y  w i th  t h e  l i q u i d i t y - p r o f I t a b i l i t y  t r a d e - o f f  i s s u e .  Bow 
much s h o u ld  a  f i r m  h o ld  i n  t h e  fo rm  o f  c u r r e n t  a s s e t s ?  I f  
one c o n s i d e r s  h o l d i n g  a  low  p r o p o r t i o n  o f  l i q u i d  a s s e t s  t o
t o t a l  a s s e t s ,  t h e n  t h e  f i r m ' s  p r o f i t  would b e  g r e a t e r  on t o -  
8t a l  i n v e s t m e n t .  However, t h e  f i r m  r u n s  t h e  r i s k  o f  r u n n in g  
o u t  o f  c a s h  i n  t h e  e v e n t  o f  a n  e m e rg e n c y .  O r, a  f i r m  may d e ­
c i d e  i n  f i n a n c i n g  d e c i s i o n s  t o  u s e  s h o r t - t e r m  d e b t  r a t h e r
^ J ,  P r e d  W eston  and  Eugene P .  B righam , M a n a g e r ia l  F i ­
n a n c e  ( 4 th  e d . ;  New Y ork ; H o l t ,  R i n e h a r t  emd W in s to n ,  I n c . ,  
1 9 7 2 ) ,  p .  5 0 7 .
^ K e i th  V. S m ith  ( e d . ) .  Management o f  W orking C a p i t a l  
(New Y ork ; W est P u b l i s h i n g  C o . ,  1 9 7 4 ) ,  p .  11 .
Q
Jam es C. Van H orne , F i n a n c i a l  Management a n d  P o l i c y  
(2nd  e d . , ;  Englew ood C l i f f s ,  N. J . ;  P r e n t i c e - H a l l  I n c . ,  1 9 7 1 ) ,  
p .  3 8 4 .
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t h a n  l o n g - t e r m  d e b t  s i n c e  s h o r t - t e r m  d e b t  can  b e  p a id  o f f  on
9a s e a s o n a l  b a s i s  d u r in g  p e r i o d s  when i t  i s  n o t  n e e d e d .  Un­
f o r t u n a t e l y ,  s h o r t - t e r m  d e b t  p o s e s  p ro b le m s  i n  t h a t  i n t e r e s t  
r a t e s  may r i s e  when a  f i r m  n e e d s  f i n a n c i n g  a g a in .  And, i f  
t h e  f i r m  e n c o u n t e r s  s e r i o u s  t r o u b l e s ,  i t  may f i n d  t h a t  i t  
can  n o t  o b t a i n  t h e  f i n a n c i n g  r e q u i r e d  b e c a u s e  i t  h a s  demon­
s t r a t e d  a  l o s s  i n  p a r t  o r  i n  a l l  o f  i t s  c r e d i b i l i t y .
Thus a  f i r m  may hav e  a  g o a l  o f  a t t a i n i n g  g r e a t  p r o f i t s ,  
y e t  f a c e  h ig h  r i s k  i n  a c h i e v i n g  t h a t  g o a l .  T h is  r i s k  may b e  
g r e a t e r  t h a n  management w i s h e s  t o  t a k e .  T hese  d u a l ,  c o n ­
f l i c t i n g  g o a l s  m ust be r e c o n c i l e d  b a s e d  on o v e r a l l  m an ag e­
m ent and company o b j e c t i v e s .  I n  m a n a g in g  w o rk in g  c a p i t a l ,  
one m u st r e c o g n i z e  t h e  p r o b le m s  t o  be  e n c o u n te r e d  i n  accom ­
p l i s h i n g  g o a l s  su ch  a s  a t t a i n i n g  p r o f i t  and l i m i t i n g  r i s k ;  
t h e  dynam ic  ( i n f l o w  and o u t f l o w )  v e r s u s  t h e  s t a t i c  ( b a l a n c e  
s h e e t )  c h a r a c t e r i s t i c s  o f  money; t h e  i n t e r r e l a t i o n s h i p s  b e ­
tw e e n  c u r r e n t  a s s e t s  and c u r r e n t  l i a b i l i t i e s ;  and f i n a l l y ,  
b u t  a l s o  e x t r e m e ly  i m p o r t a n t ,  t h e  i n h e r e n t  u n c e r t a i n t i e s  i n  
f u t u r e  f i n a n c i a l  f o r e c a s t s .
To t h i s  p o i n t ,  a  r a t h e r  b r o a d  s u b j e c t  h a s  b e e n  d i s c u s s -  
e d - - w o r k in g  c a p i t a l .  As m e n t io n e d  p r e v i o u s l y ,  w o rk in g  c a p i ­
t a l  i n c o r p o r a t e s  num erous f a c e t s  n o t  t h e  l e a s t  o f  w h ich  i s  
a c c o u n t s  r e c e i v a b l e .  I t  i s  t h i s  c o n s i d e r a t i o n  to  w h ich  t h i s
^ I b i d . , p . 3 8 5 .
^ ^ S m ith ,  p p .  c i t . , p .  18.
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s tu d y  i s  more b r o a d l y  a d d r e s s e d .  A c c o u n ts  r e c e i v a b l e  p o l i c y  
i s  a n  a r e a  o f  m a n a g e r i a l  d e c i s i o n  w h ich  u l t i m a t e l y  d e t e r ­
m in es  t h e  d e g r e e  o f  t h e  f i r m ' s  i n v e s t m e n t  i n  c r e d i t  e x t e n ­
s i o n .  The l e v e l  o f  r e c e i v a b l e s  i s  d e te r m in e d  by  two f a c t o r s :
( 1 ) t h e  volum e o f  c r e d i t  s a l e s  and ( 2 ) t h e  a v e ra g e  p e r i o d  b e ­
l ltw e e n  s a l e s  and c o l l e c t i o n s .  W ith  r e g a r d  to  t h e  l a t t e r ,  
w h ich  i s  t h e  f i r m ' s  c r e d i t  p o l i c y ,  th o r o u g h  a n a l y s i s  i s  a  
m u st i n  d e t e r m in i n g  how much r i s k  t h e  company w i l l  t a k e .  To 
t h i s  end th e  f i r m  m ust c o n s i d e r  t h r e e  c o n t r o l l a b l e  a s p e c t s
12t h a t  a r e  d i r e c t l y  r e l a t e d  t o  and i n f l u e n c e  i t s  c r e d i t  p o l i c y .  
F i r s t ,  a  d e t e r m i n a t i o n  m u s t  b e  made a s  t o  t h e  u p p e r  l i m i t  
f o r  maximum r i s k i n e s s  o f  a c c o u n t s  t h a t  a r e  to  be  a c c e p t a b l e  
( c r e d i t  s t a n d a r d s ) .  R i s k - p r o f i t a b i l i t y  t r a d e - o f f s  become 
a p p a r e n t  a t  t h i s  p o i n t .  S h o u ld  a  f i r m  a c c e p t  a l l  a c c o u n t s  
i n  an  a t t e m p t  t o  e n h an ce  i t s  p r o f i t s  w h i l e  a t  t h e  same t im e  
lo w e r in g  i t s  q u a l i t y  s t a n d a r d s  and t h e r e b y  o p e n in g  i t s e l f  up  
t o  h e a v i e r  b a d - d e b t  l o s s e s  t h a t  c o u ld  n e u t r a l i z e  o r  d e s t r o y  
any p r o f i t s  o b t a i n e d ?  A ls o ,  w hat o f  r e l a x e d  c r e d i t  s t a n ­
d a r d s  c a u s i n g  i n c r e a s e d  c o s t s  b e c a u s e  c r e d i t  d e p a r tm e n t s  
m u st be  ex panded  to  h a n d le  t h e  i n c r e a s e d  r e c e i v a b l e  vo lum e?  
B ec au se  o f  i n c r e a s e d  volum e o f  a c c o u n t s  and e x p a n d in g  c r e d i t  
d e p a r t m e n t s ,  c o l l e c t i o n  p e r i o d s  may h a v e  t o  be e x te n d e d .
What o f  t h e  c o s t  o f  t y i n g  up  t h i s  c a p i t a l ? ^ ^  I f  a  f i r m  i s
^^W eston , op. c i t . , p . 5 3 6 . 
l ^ i b i d .
an  H o rn e ,  op. c i t . , p .  442 .
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lu c k y  and  e n c o u n t e r s  a b s o l u t e l y  no  f a u l t y  o r  r i s k y  a c c o u n t s ,  
t h e o r y  w ould sa y  t h e  a c c o u n t s  s h o u ld  be  a c c e p t e d  a s  l o n g  a s  
t h e  p r o f i t a b i l i t y  o f  s a l e s  g e n e r a t e d  e x c e e d s  t h e  a d d e d  c o s t s
l i t
o f  c o l l e c t i n g  r e c e i v a b l e s .
A se c o n d  a s p e c t  w h ich  m u s t  be  o b s e r v e d  i s  t h e  c r e d i t  
t e r m s .  I n c o r p o r a t e d  i n  t h e  t e r m s  a r e  t h e  l e n g t h  o f  t im e  
t h a t  c r e d i t  i s  g r a n t e d  ( c r e d i t  p e r i o d )  an d  d i s c o u n t s  a l lo w e d  
d u r i n g  t h e  c r e d i t  p e r i o d . B y  e x t e n d i n g  t h e  c r e d i t  p e r i o d  
s a l e s  may be i n c r e a s e d ,  h o w ev er ,  t h e  t r a d e - o f f  o f  l i q u i d i t y  
a n d  p r o f i t a b i l i t y  e n t e r  i n t o  t h e  d e c i s i o n  m aking  b e c a u s e  
t h e r e  i s  a  c o s t  o f  t y i n g  up f u n d s  i n  r e c e i v a b l e s .
The f i n a l  a s p e c t  o f  t h e  f i r m ' s  c r e d i t  p o l i c y  i s  i t s  c o l ­
l e c t i o n  p r o c e s s  w h ich  i n c o r p o r a t e s  t h e  p r o c e d u r e s  a  f i r m  
w i l l  f o l l o w  t o  o b t a i n  paym ent o f  p a s t  du e  a c c o u n t s . O n c e  
a g a i n ,  a n  o r g a n i z a t i o n  n e e d s  t o  c a r e f u l l y  c o n s i d e r  how f a r  
i t  h a s  t o  go t o  o b t a i n  p a s t  d u e  a c c o u n t s ,  b e c a u s e  l o s t  good 
w i l l  and  t h e  c o s t  o f  c o l l e c t i n g  t h e s e  a c c o u n t s  may m ore t h a n  
o f f s e t  t h e  p r o f i t s  t h a t  w ould  h a v e  b e e n  e a r n e d .
C r i t i c s  t e n d  t o  b lam e  t h e  b a n k s  a n d  o t h e r  l e n d i n g  i n s t i ­
t u t i o n s  f o r  b a d - d e b t  l o s s e s .  As a n  e x a m p le ,  some h a v e  o p e n ­
l y  s t a t e d  t h a t  b a n k s  s h o u ld  c o n d u c t  m ore th o ro u g h  i n v e s t i g a ­
t e
t i e n s  p r i o r  t o  g r a n t i n g  c r e d i t  c a r d s .  ' A f t e r  c r e d i t  c a r d s
l ^ I b l d .
l ^ l b i d . .  p p .  4 4 4 - 4 4 5 .
16 W eston, 0 0 . c i t . ,  p .  539»
^^W all S t r e e t  J o u r n a l . S e p te m b e r  I 3 , 1972, p .  3 8 .
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h a v e  b e e n  g r a n t e d ,  t h o s e  b a n k s  s h o u ld  c o n t i n u a l l y  r e v ie w  
t h e i r  r e c o r d s ,  s e t  u p  consum er c o m p l a i n t  b o a r d s  and i n  g e n ­
e r a l  assum e a  t i g h t e r  r e i n  o v e r  t h e  c a r d s  t h a t  w ere  i s s u e d ,  
and t h e  m e th o d s  by w h ich  t h e y  w ere  i s s u e d .  O th e r  c r i t i c s  
h a v e  c h a rg e d  t h a t  bad  l o a n s  i n  t h e  p a s t  i n v o lv e d  weak c r e d i t  
r i s k s .  I n  f a c t ,  many b a n k e r s  h av e  a g r e e d  w i t h  t h i s  s t a t e ­
m e n t ,  y e t  a l s o  s a i d  t h a t  t h e y  w ould  p r o b a b l y  make th e  same
18c h o ic e  b a s e d  on t h e  g iv e n  i n f o r m a t i o n .  Some l o a n s  w ere 
sound when f i r s t  g r a n t e d ,  b u t  c h a n g in g  c i r c u m s t a n c e s  c au sed  
d e f a u l t .  A c c o rd in g  t o  R o b e r t  M o r r i s  A s s o c i a t e s ,  h o w ever ,
30  p e r c e n t  o r  m ore o f  t h e  l o a n s  t h a t  w ere  g r a n t e d  w ere b a se d
IQ
o n  m a r g in a l  c r e d i t  r i s k s  and s h o u ld  n e v e r  h a v e  b e e n  g r a n t e d .
The p o i n t  t o  be  made i s  t h a t  e x t r e m e l y  c a r e f u l  a n a l y s i s  
i s  r e q u i r e d  f o r  g r a n t i n g  c r e d i t .  P i n a l  d e c i s i o n  m u s t  b e  
made i n  l i g h t  o f  c u r r e n t  company g o a l s .  C o l l e c t i n g  d e f a u l t ­
ed a c c o u n t s  b e c a u s e  o f  f a u l t y  o r  h a s t y  i n v e s t i g a t i o n  p r a c ­
t i c e s  may c o s t  much more t h a n  t h o s e  a d d i t i o n a l  a c c o u n t s  w ere  
w o r th  i n  p r o f i t  e s t i m a t i o n .  A f i r m  t h a t  s p e n d s  a  l a r g e  
am ount o f  i t s  t im e  a t t e m p t i n g  t o  t r a c k  down t h o s e  who have  
d e f a u l t e d  may n o t  be  c o n s id e r e d  a  c r e d i t a b l e  ag en cy  w i th  
w h ich  t o  do b u s i n e s s .
Summary
By c a s u a l  o b s e r v a t i o n ,  i t  may be  s e e n  t h a t  t h e  demand
^^W all  S t r e e t  J o u r n a l . A u g u s t  2 , 1972 , p. 4 .  
l^ I b id .
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f o r  c r e d i t  I s  an d  h a s  b e e n  I n c r e a s i n g .  C r e d i t  i s  a  m a jo r  
f a c t o r  i n  o u r  e v e ry d a y  l i v e s  a s  m o st p e o p l e  h a v e  u s e d  and e s ­
t a b l i s h e d  c r e d i t  i n  one  way o r  a n o t h e r .  A l th o u g h  s t a t e d  i n  
c o n j e c t u r e ,  i t  m ig h t  be  s a f e  t o  s a y  t h a t  many A m e r ic a n s  p o s ­
s e s s  an d  u s e  a  c r e d i t  c a r d  i n  t h e i r  d a i l y  b u s i n e s s  t r a n s a c ­
t i o n s .
Prom a  b u s i n e s s  s t a n d p o i n t ,  c r e d i t  i s  b u t  a  p a r t  o f  a  
v a s t  m a n a g e r i a l  p r o c e s s  o f  w o rk in g  c a p i t a l  p o l i c y  w hich  i n ­
c o r p o r a t e s  a  m u l t i t u d e  o f  i n t e r r e l a t e d ,  com plex  v a r i a b l e s .
Of t h e s e ,  a c c o u n t s  r e c e i v a b l e  p o l i c y  i s  o f  s p e c i a l  i n t e r e s t  
f o r  i t  e s t a b l i s h e s  t h e  g e n e r a l  a n d  s p e c i f i c  c r e d i t  p o l i c i e s  
a b o u t  w h ich  t h i s  s tu d y  was c o n c e r n e d .
The o b j e c t i v e  o f  t h e  s tu d y  was t o  d e t e r m in e  t h e  e x i s ­
t e n c e  o f  a  s t a n d a r d i z e d  c r e d i t  p o l i c y  t h a t  would  d e f i n e  t h e  
G re a t  P a l l s  a r e a .  I n  a c c o m p l i s h in g  t h i s  o b j e c t i v e ,  c r e d i t  
s c o r i n g  t e c h n i q u e s  w ere u s e d  a s  a  c o m p a r a to r  i n  d e t e r m in i n g  
w hich t y p e  o f  p o l i c i e s  e x i s t  a n d ,  h o p e f u l l y ,  w h ich  p o l i c y  i s  
t h e  " b e s t "  i f  a  b e s t  one e x i s t s .
The t o p i c s  o f  optimum c r e d i t  p o l i c i e s ,  c r e d i t  s c o r i n g  
an d  p r a c t i c e s  a l o n g  w i th  c u r r e n t  l i t e r a t u r e  r e l a t e d  t o  t h e s e  
t o p i c s  w i l l  b e  t h e  s u b j e c t s  o f  t h e  f o l l o w i n g  c h a p t e r .
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CHAPTEB I I  
CREDIT POLICY AND PRACTICES
O p tim a l  C r e d i t  P o l i c y
In  t h e  f o r m u l a t i o n  o f  c r e d i t  p o l i c y ,  t h e  l e n g t h  o f  t h e  
pay m en t p e r i o d  m ust be d e t e r m in e d .  I d e a l l y ,  a s s u m in g  
no r i s k  a n d  s u f f i c i e n t  w o rk in g  c a p i t a l ,  t h e  te rm s  s h o u ld  
be e x te n d e d  a s  l o n g e a s  p r o f i t s  from  e x t r a  c r e d i t  s a l e s  
e x c e e d  a d d e d  c o s t s .
S e v e r a l  q u e s t i o n s  come t o  m ind a s  t o  how t h e  paym ent 
p e r i o d  I s  t o  b e  fo u n d ,  w h e th e r  I t  I s  t h e  b e s t  p e r i o d  a v a i l ­
a b l e ,  an d  I f  I t  w i l l  l e n d  I t s e l f  t o  f o r m u l a t i n g  t h e  b e s t  
c r e d i t  p o l i c y .  A ls o ,  w hat o f  t h e  no r i s k  a s s u m p t io n ?  I t  
w ould  seem t h a t  r i s k  i s  one o f  many p r im a r y  c o n s i d e r a t i o n s  
I n  d e c i d i n g  upon a  c r e d i t  p o l i c y .  To be  s u r e  I t  i s .  The 
" d e f i n i t i o n "  g i v e n  ab o v e  c o n c e r n i n g  c r e d i t  p o l i c y  i s  a n  
I d e a l  g e n e r a l i t y  t h a t  s h o u ld  t h e o r e t i c a l l y  p ro v e  t r u e  i n  t h e  
lo n g  r u n  i f  r i s k  c o u ld  be  a v o i d e d .  H ow ever, r i s k  i s  som e­
t h i n g  t h a t  m u s t  be  d e a l t  w i th  i n  c r e d i t  e x t e n s i o n  j u s t  a s  
t h e  l e n g t h  o f  t h e  paym ent p e r i o d .  T h e se  two a s p e c t s  a r e  
a n a l y z e d  I n  t h i s  c h a p t e r  a s  w e l l  a s  u n c e r t a i n t y ,  optimum 
c r e d i t  p o l i c i e s  and c r e d i t  s c o r i n g  p r a c t i c e s .
Much d a t a  m u st be  o b t a i n e d  an d  r e v ie w e d  t o  o b t a i n  t h e  
optimum c r e d i t  p o l i c y  ( i f ,  i n  f a c t ,  one ev en  e x i s t s ) .  F o r
20 G eorge L. M a rra h , "M anaging  R e c e i v a b l e s , "  Management 
o f  W orking C a p i t a l  e d .  K e i th  V. S m i th .  ( S t .  P a u l :  W est Pub-
l l s h l n g  CoTT 1 9 7 4 ) ,  p .  94 .
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e x a m p le ,  r e c o r d s  s h o u ld  c o n t a i n  su c h  i n f o r m a t i o n  a s  r e v e n u e s
fro m  c r e d i t  s a l e s  t o  c r e d i t  c u s to m e r s  who pay  t h e i r  d e b t s ,
t h e  a v e r a g e  number o f  c r e d i t  o r d e r s  p e r  c r e d i t  c u s to m e r  p e r
t im e  p e r i o d ,  t h e  a v e r a g e  d o l l a r  am ount o f  e a c h  c r e d i t  o r d e r ,
p e r c e n t a g e  o f  d e l i n q u e n t  c u s to m e r s ,  t h e  p r e s e n t  v a l u e  o f  t h e
p r o f i t  f rom  c a s h  s a l e s  a t t r i b u t a b l e  t o  c r e d i t  s e l l i n g  an d  
21much m ore . An e q u a t i o n  may b e  fo rm ed  an d  s o lv e d  f o r  a  
maximum o r  o p t im a l  num ber o f  a p p l i c a n t s  t o  a c c e p t .  Y e t ev en  
w i th  a  g r e a t  d e a l  o f  d a t a  and  a c c u r a t e  m a th e m a t i c a l  m o d e l ,  
one  m u s t  know how t o  c o r r e c t l y  u s e  I t  t o  t h e  b e s t  a d v a n t a g e .  
The c r e d i t  m anager s h o u ld  a t t e m p t  t o  m a r k e t  h i s  w a re s  a s  e f ­
f i c i e n t l y  a s  p o s s i b l e  I n  c o n j u n c t i o n  w i th  o v e r a l l  m anagem ent 
o b j e c t i v e s .  F o r  exam ple  t h e  t e rm s  o f  s a l e  w i l l  hav e  a n  e f ­
f e c t  on demand and h e n c e  t h e  u l t i m a t e  am ount o f  r e c e i v a b l e s  
t h a t  a  f i r m  may w ant o r  b e  a b l e  t o  c a r r y .  I f  t h e  l e n g t h  o f  
t h e  c r e d i t  p e r i o d  I s  e x te n d e d ,  demand q u i t e  p r o b a b ly  w i l l  be 
I n c r e a s e d  a lo n g  w i th  a n  I n c r e a s e d  am ount o f  r e c e i v a b l e s .
The m anager  m u s t  t h e n  f a c e  t h e  d e c i s i o n  a s  t o  w h e th e r  I n ­
c r e a s e d  a c c o u n t s  r e c e i v a b l e  w i l l  b e  t o o  c o s t l y  t o  p e r m i t  e f ­
f e c t i v e l y  m e e t in g  t h e  o t h e r  o r g a n i z a t i o n a l  o b j e c t i v e s .  Mon­
ey t i e d  up i n  r e c e i v a b l e s  i s  o b v i o u s l y  l o s t  t o  p r o f i t  m ak in g  
i n v e s t m e n t s  e l s e w h e r e .  Compound t h i s  w i t h  p r e c a u t i o n a r y  
b a l a n c e s  m a in ta in e d  I n  t h e  e v e n t  o f  b ad  d e b t s  and c o l l e c t i o n  
d e l a y s  and  r e c e i v a b l e s  c a n  t u r n  I n t o  a  c o s t l y  v e n t u r e .
21 C a r l  C. G re e r ,  "O p tim a l  C r e d i t  A c c e p ta n c e  P o l i c y , " 
J o u r n a l  o f  F i n a n c i a l  a nd Q u a n t i t a t i v e  A n a l y s i s . V o l .  2 (D e- 
cem ber 19^7) 7 p p .  4 0 1 - ^ 2 .
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The o p p o r t u n i t y  c o s t  o f  t h e  p r e c a u t i o n a r y  b a l a n c e  may p ro v e  
t o  n e g a t e  I n v e s tm e n t  o p p o r t u n i t i e s  t h a t  would h a v e  p r o v id e d  
a  n e t  p r o f i t .
To s t a r t  f o r m u l a t i n g  an  optimum c r e d i t  p e r i o d  l e n g t h  
s u c h  t h a t  t h e  m ost e f f i c i e n t  l e v e l s  o f  r e c e i v a b l e s  a r e  m a in ­
t a i n e d ,  one would lo o k  a t  su c h  v a r i a b l e s  a s  s a l e s ,  e x p e c te d
l e v e l s  o f  a c c o u n t s  r e c e i v a b l e s ,  and  p r o f i t s  e x p e c t e d  from  
22s a l e s .  In  h i s  a r t i c l e ,  W righ tsm an  assum ed  t h a t  t h e  f i r m  
i s  a  p r o f i t  m ax im iz e r  and t h a t  t h e  c r e d i t  l e n g t h  p e r i o d  i s  
s i m i l a r  t o  i t s  c o m p e t i t o r s .  A ls o ,  i t  was assum ed t h a t  s a l e s  
a n d  c o l l e c t i o n s  w ere  u n i f o r m ly  c o n t i n u o u s  o v e r  t im e  and  t h a t  
c u s to m e r s  on t h e  a v e r a g e  p a i d  o f f  t h e i r  d e b t  no s o o n e r  o r  
l a t e r  t h a n  r e q u i r e d .  From t h i s  he  fo rm ed  a n  o p t i m a l  c r e d i t  
l e n g t h  b a s e d  on a  p o s i t i v e  s a l e s  f u n c t i o n ,  a  p o s i t i v e  e x p e c t ­
ed a c c o u n t s  r e c e i v a b l e  f u n c t i o n  and a n  e x p e c te d  p r o f i t s  f u n c ­
t i o n .  He form ed a  c o m p o s i te  c u r v e  o f  a l l  t h r e e  f u n c t i o n s  
and  fo u n d  t h a t  optimum p o i n t  o f  p r o f i t s  a t  t h e  a p e x  o f  t h e  
c u r v e  s o  fo rm e d .  T h e o r e t i c a l l y  t h e  f i r m  s h o u ld  o p e r a t e  a t  
t h i s  p o i n t ,  t h e r e b y  h a v in g  t h e  b e s t  c r e d i t  p e r io d  a n d  l e v e l  
o f  r e c e i v a b l e s . ^ ^
S t i l l  a n o t h e r  d im e n s io n  may be ad d ed  t o  d e t e r m i n a t i o n
22 Dwayne W righ tsm an , **O p tim a l  C r e d i t  Terms f o r  A c c o u n ts  
R e c e i v a b l e , ” Management o f  W orking C a p i t a l , ed .  K e i th  V. 
S m ith  ( S t .  P a u l :  West P u b l i s h i n g  C o .,  1 9 7 4 ) ,  p p .  1 0 4 -1 0 6 .
23̂ S i m i l a r  a r t i c l e s  w r i t t e n  on optim um  c r e d i t  p o l i c y  
f o r m u l a t e  an  o b j e c t i v e  f u n c t i o n  t h a t  m u s t  be m a x im ized .
T h e se  o b j e c t i v e  f u n c t i o n s  a r e  com posed o f  such  v a r i a b l e s  a s  
t h e  num ber o f  good l o a n s  g r a n t e d ,  t h e  num ber o f  bad l o a n s  
g r a n t e d ,  t h e  n e t  p r e s e n t  v a l u e  o f  bad l o a n s ,  t h e  num ber o f
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o f  c r e d i t  p o l i c y .  O p p o r t u n i t y  c o s t  was m e n t io n e d  on  t h e  
p a r t  o f  t h e  l e n d i n g  i n s t i t u t i o n ,  b u t  w hat o f  t h e  b u y e r ?  He 
t o o  h a s  a n  o p p o r t u n i t y  c o s t  a s s o c i a t e d  w i th  b o r ro w in g  o r  
w o rk in g  on c r e d i t .  He may h a v e  good u s e  f o r  fu n d s  made 
a v a i l a b l e  t o  him by u s in g  c r e d i t  r a t h e r  t h a n  c a s h  an d  t h i s  
u s e  c a n  b e  t r a n s l a t e d  i n t o  a  p r i c e  r e d u c t i o n  f o r  h im . Hence 
t h e  e f f e c t i v e  p r i c e  p a i d  i n  t h e  lo n g  r u n  w ould  be  b e n e f i c i a l  
t o  t h e  b o r r o w e r .  I f  p o t e n t i a l  b u y e r s  h av e  a  h i g h e r  o p p o r tu ­
n i t y  r a t e ,  t h a t  i s  t h e  b e n e f i t s  o f  u s in g  c a s h  t o  a  good p u r ­
p o s e  d u r i n g  t h e  c r e d i t  p e r i o d ,  t h e n  t h e  e f f e c t i v e  p r i c e  t o
2h
t h e  b o r ro w e r  would be l e s s .  The r e v e r s e  o f  t h i s  would 
a l s o  be  t r u e  ( lo w e r  o p p o r t u n i t y  r a t e  c o r r e s p o n d i n g  t o  a  h i g h ­
e r  e f f e c t i v e  p r i c e ) .  T h e r e f o r e ,  t h e  w ise  m an ag er  w i l l  a t ­
te m p t  t o  b a s e  h i s  c r e d i t  d e c i s i o n  on t h e  o p p o r t u n i t y  r a t e  o f  
t h e  b u y in g  (made i n c r e a s i n g l y  d i f f i c u l t  a s  i t  i s  d i f f e r e n t  
f o r  e a c h  i n d i v i d u a l )  c o u p le d  w i t h  d i s c o u n t s  t o  a i d  i n  i n ­
c r e a s i n g  t h e  o p p o r t u n i t y  r a t e .
The o p t i m a l  c r e d i t  p o l i c y  t h e r e f o r e  i s  a  d i v e r s e  c o l l e c ­
t i o n  o f  v a r i o u s  p a r a m e t e r s  t h a t  r e q u i r e  a  d e l i c a t e  b a l a n c e .  
The c r e d i t  m anager  s h o u ld  be  a c u t e l y  aw are  o f  c o n su m e r-  
o r i e n t e d  m a r k e t in g  p r a c t i c e s  i n  d e t e r m i n i n g  how a  p o l i c y
a p p l i c a t i o n s  r e c e i v e d  an d  so  o n .  The a r t i c l e s  s t r e s s  t h e  im­
p o r t a n c e  o f  a n a l y z i n g  a l l  v a r i a b l e s  s i m u l t a n e o u s l y ,  w h ich  i s  
t a c i t l y  i m p l i e d  i n  t h e  ab o v e  d i s c u s s i o n .  S ee  f o r  exam ple  
R o b e r t  0 .  E d m ls te r  an d  Gary C. S c h la r b a u n ,  " C r e d i t  P o l i c y  i n  
L e n d in g  I n s t i t u t i o n s , " J o u r n a l  o f  F i n a n c i a l  and Q u a n t i t a t i v e  
A n a l y s i s , ( J u n e  1 9 7 4 ) ,  p p .  3 3 5 -3 3 9 .
ph.
Lee A. T a v i s ,  " F in d in g  t h e  B e s t  C r e d i t  P o l i c y , "  B u s i ­
n e s s  H o r iz o n s ,  V o l .  X I I I ,  No. 5» (O c to b e r  1 9 7 0 ) ,  p .  34 ,
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w i l l  b e  u l t i m a t e l y  f o r m u la t e d  a s  w e l l  a s  a t t e m p t i n g  t o  j u g ­
g l e  d i s c o u n t s ,  c o l l e c t i o n  p e r i o d s  and c r e d i t  p e r i o d s .  R i s k  
i s  a  b i g  f a c t o r  h e r e  a s  m o s t  c o m p a n ie s  do n o t  f o l l o w  e x a c t l y
th e  c r e d i t  p o l i c i e s  o f  t h e i r  c o m p e t i t o r s  a s  was assum ed e a r -
25l i e r  i n  t h e  d e t e r m i n a t i o n  o f  t h e  c r e d i t  p e r i o d .  Of c o u r s e  
i t  s h o u ld  a l s o  be  m e n t io n e d  t h a t  e x t e r n a l  e f f e c t s  o f  t h e  
m a r k e t ,  economy, c o m p e t i t i o n ,  e n t r y  t o  t h e  i n d u s t r y ,  n a t i o n ­
a l  money p o l i c y  and so  on w i l l  h av e  a  m arked e f f e c t  on t h e  
c r e d i t  p o l i c y  o f  t h e  f i r m .  N a t u r a l l y ,  none o f  t h e s e  e x t e r n a l  
f a c t o r s  i s  e a s i l y  p r e d i c t e d ,  t h u s  l e n d i n g  a d d i t i o n a l  d i f f i ­
c u l t y  and u n c e r t a i n t y  f o r  t h e  o v e r a l l  f o r e c a s t i n g  p ro b le m .
To a i d  i n  e s t a b l i s h i n g  some p r o c e d u r e  to  t h e  d e t e r m i n a ­
t i o n  o f  i n d e c i s i o n  and u n c e r t a i n t y ,  s e v e r a l  m eth o d s  h a v e  b e e n  
e s t a b l i s h e d  w h ich  a t t e m p t  t o  a s s i g n  p r o b a b i l i t i e s  t o  v a r i o u s  
o u tco m es .  S e q u e n t i a l  a n a l y s i s  i s  s u c h  a  m ethod t h a t  h a s  
b e e n  r e c e i v i n g  much a t t e n t i o n  l a t e l y .  D i le e p  M ehta h a s  w r i t ­
t e n  a  th o r o u g h  w ork on s e q u e n t i a l  a n a l y s i s  w hereby  d e c i s i o n  
t r e e s  a r e  u s e d  t o  d e te r m in e  w h e th e r  to  g r a n t ,  r e j e c t  o r  p o s t ­
pone a c r e d i t  r e q u e s t . M u c h  o f  t h e  p r o c e s s  i s  b a s e d  on 
p a s t  e x p e r i e n c e  o f  a  f i r m  i n  g r a n t i n g  c r e d i t  and upo n  t h e  
c o s t  o f  o b t a i n i n g  r e l e v a n t  d a t a  t o  e f f e c t i v e l y  a n a ly z e  new 
a p p l i c a n t s .  M ehta  c o n c lu d e s  t h a t  on ce  a  sy s te m  h a s  b e e n  e s ­
t a b l i s h e d  t o  a i d  i n  a d j u s t i n g  f o r  u n c e r t a i n t y ,  c o n s t a n t  u p -
25W rig h tsm a n ,  pp . c i t . , p. 101.
^ ^ D i le e p  M eh ta ,  " F o r m u la t i o n  o f  C r e d i t  P o l i c y  M o d e ls ,"  
Management o f  W orking C a p i t a l , e d .  K e i t h  V. S m ith ,  ( S t .  P a u l :  
W est P u b l i s h i n g  C o . ,  1 9 7 4 ) ,  pp . 1 3 7 -1 5 6 ,
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d a t e  o f  t h e  f r e q u e n c y  d i s t r i b u t i o n s ,  p r o b a b i l i t i e s  a s s o c i a t ­
ed  w i th  e a c h  d e c i s i o n ,  an d  t h e  l i k e  roust b e  a c c o m p l is h e d  by 
m anagem ent. T h a t  p r o c e s s e s  r e m a in  c o n s t a n t  i s  v e r y  o f t e n  a  
d a n g e ro u s  a s s u m p t i o n .  He a l s o  m e n t io n s  t h a t  v a r i a b l e s  su c h  
a s  l e n g t h  o f  c r e d i t  p e r i o d ,  c o l l e c t i o n s  p o l i c i e s  and  bad  
d e b t  l e v e l s  t o  name a  few  w i l l  a f f e c t  t h e  c r e d i t  p o l i c y .
T h is  r e i n f o r c e s  t h e  p r e v i o u s  d i s c u s s i o n  o f  com ponen ts  o f  a n  
o p t i m a l  c r e d i t  p o l i c y .
I n  summary t h e n ,  one m ig h t  r e l e g a t e  t h e  f o r m u l a t i o n  o f  
a  c r e d i t  p o l i c y  t o  m a r k e t in g  p r a c t i c e s ,  a  j u g g l i n g  a c t  and a
m ag ic  show. M anagers  roust i n c o r p o r a t e  consum er o r i e n t a t i o n
27a n d  m ust obey  t h e  " f o u r  P ' s "  '  j u s t  a s  a  new p r o d u c t  on t h e  
m a rk e t  m u s t .  S i m i l a r l y  t h e  c r e d i t  m an ag er  m ust b e  a b l e  t o  
cope  w i th  an d  d i s c e r n  t h e  l a y e r s  o f  h i s  " p r o d u c t ' s "  m a r k e t ­
i n g  e n v iro n m e n t  t o  i n c o r p o r a t e  company p o l i c y  and o b j e c t i v e s ,  
t h e  number a n d  t y p e s  o f  a p p l i c a n t s  and  t h e  r é u n i f i c a t i o n s  o f  
t h e  economy on t h e  p o l i c i e s  b e  m u s t  e n f o r c e .  Y et t h e  mana­
g e r  m ust i n i t i a l l y  a t t e m p t  t o  l o o k  a t  t h e  o v e r a l l  p i c t u r e  
an d  s i m u l t a n e o u s l y  a s s e s s  a l l  f a c t o r s  a c t i n g  upon i t ,  a t t e m p t  
t o  d e te r m in e  w h a t f o r c e s  w i l l  a c t  n e x t  an d  c o n s o l i d a t e  a n  
a n s w e r .  A d i f f i c u l t  t a s k .
G e n e r a l  P o l i c y  a n d  R is k  E v a l u a t i o n  
Thus f a r  t h i s  p a p e r  h a s  b e e n  c o n c e r n e d  w i th  a b r i e f .
^ P h i l i p  K o t l e r ,  M a rk e t in g  M anagement A n a l y s i s .  P l a n ­
n i n g  and C o n t r o l , (2nd e d . ,  Englew ood C l i f f s ,  N. J . : P ren -
t i o e - H a l l ,  I n c . ,  I 9 6 7 ) ,  p .  ^3»
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g e n e r a l  t h e o r y  o f  a c c o u n t s  r e c e i v a b l e  an d  c r e d i t  m anagem ent. 
The n e x t  s e c t i o n  w i l l  t u r n  t o  t h e  m ore s p e c i f i c  p u r p o s e s  o f  
t h e  s tu d y  a s  r i s k  e v a l u a t i o n  and  c r e d i t  s c o r i n g  m e th o d s  a r e  
d i s c u s s e d .
How b a n k s ,  l o a n  a g e n c i e s ,  r e t a i l  s t o r e s  and  o t h e r  f i r m s  
t h a t  e x te n d  c r e d i t  d e c i d e  t o  do s o  i s  r e a l l y  one o f  t h e  m ain  
q u e s t i o n s  t o  b e  a n s w e re d .  E s s e n t i a l l y  w hat m ust be accom ­
p l i s h e d  i s  t o  e v a l u a t e  t h e  am ount o f  r i s k  t o  be assum ed by 
t h e  l e n d i n g  i n s t i t u t i o n .  D ep en d in g  upon w hich  f i n a n c e  t e x t
one i s  f a m i l i a r  w i th ,  t h i s  i s  done  by  l o o k i n g  a t  t h e  3 ,  4  o r
?85 C *s. The 5 C*s w hich  s h a l l  be d e s c r i b e d  h e r e  a n d  s h a l l  
be u s e d  a s  a  m odel i n  C h a p te r  I I I  a r e  i n c o r p o r a t e d  by W eston
2Q
and B righam  ^ a s  C h a r a c t e r ,  C a p a c i ty ,  C o l l a t e r a l ,  C a p i t a l  
an d  C o n d i t i o n s .  C h a r a c t e r  d e f i n e s  t h e  p r o b a b i l i t y  t h a t  a n  
i n d i v i d u a l  who b o rro w s  o r  i s  e x te n d e d  c r e d i t  w i l l  r e p a y  h i s  
d e b t  an d  t r y  t o  h o n o r  a l l  o b l i g a t i o n s ,  A c r e d i t  m anager  i n ­
t e r v i e w e d  i n  t h e  s tu d y  d e s c r i b e d  t h i s  a s p e c t  a s  one o f  t h e  
m ost i m p o r t a n t  o f  a l l  i n  ju d g in g  w h e th e r  o r  n o t  t o  e x te n d  
c r e d i t .  C a p a c i ty  i s  s u b j e c t i v e  a n d  d e s c r i b e s  t h e  a b i l i t y  o f  
a n  I n d i v i d u a l  b a s e d  on p a s t  r e c o r d s ,  s t y l e  o f  l i v i n g ,  b u s i ­
n e s s  m e th o d s  and  so  on . The b o r r o w e r ' s  f i n a n c i a l  p o s i t i o n
28 W eston and  B r ig h a m 's  M a n a g e r i a l  F in a n c e  i s  u s e d  i n  
t h i s  c a s e .  I t  s t i p u l a t e s  5 C 's  a l l  o f  w h ich  a r e  i n c o r p o r a t ­
ed  i n  t h e  3 C 's  o f  Van H o r n e 's  F i n a n c i a l  Management a n d  P o l ­
i c y  o r  t h e  4  C 's  u se d  by H unt e t  a l . B a s i c  B u s in e s s  F i n a n c e .
29 W eston an d  Brigham , o p .  c i t . ,  p p .  536-537»
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and c a p a b i l i t i e s  a r e  m e a su re d  by t h e  t h i r d  "C", C a p i t a l ,  
T a n g ib l e  n e t  w o r th  i s  a  l a r g e  f a c t o r  w i t h  a  b i g g e r  f i r m .  
C o l l a t e r a l  r e p r e s e n t s  t h e  a s s e t s  t h a t  a  con su m er  may o f f e r  
a s  s e c u r i t y  s h o u ld  d e f a u l t  become a p p a r e n t .  F i n a l l y ,  C o n d i­
t i o n s  d e s c r i b e  t h e  g e n e r a l  eco n o m ic  e f f e c t s  upon t h e  consum­
e r  a n d  any  s i g n i f i c a n t  o c c u r r e n c e s  i n  t h e  n a t u r e  o f  t h e  e c o n ­
omy t h a t  m ig h t  i n f l u e n c e  t h e  c o n s u m e r 's  a b i l i t y  t o  m ee t  h i s  
o b l i g a t i o n s .
These  5 C 's  r e p r e s e n t  t h e  g e n e r a l  m e th o d s  by w hich  e ach  
a p p l i c a n t  i s  ju d g e d  i n  d e t e r m i n a t i n g  t h e  w o r t h i n e s s  o f  e x ­
t e n d i n g  c r e d i t .  G e n e r a l l y  t h e y  a r e  i n c o r p o r a t e d  i n  some 
fo rm  o r  o t h e r  on a p p l i c a t i o n  fo rm s  f o r  l o a n s  o r  c r e d i t  c a r d s .
A lth o u g h  t h e  c o n c e p t  o f  t h e  5 C 's  a p p e a r s  t o  b e  t h e o r e t ­
i c a l ,  t h e y  a r e  i n  f a c t  u se d  i n  a c t u a l  l o a n  t r a n s a c t i o n s .
J o h n  A, A n d e r l i c k ,  i n  a n  a r t i c l e  e n t i t l e d  "How B a n k e rs  Make 
T h e i r  C r e d i t  D e c i s i o n s "  ( C r e d i t  a n d  F i n a n c i a l  A n a l y s i s . Au­
g u s t  197^) s t i p u l a t e d  t h a t  t h e  l a r g e  b a n k s  u s e  t h e  C 's  o f  
c r e d i t  i n  d e t e r m i n i n g  t h e  am ount o f  r i s k  i n v o lv e d  i n  g r a n t ­
i n g  c r e d i t . H e  s t a t e s  t h a t  one o f  t h e  m o st  i m p o r t a n t  f u n c ­
t i o n s  o f  a  b an k  i s  t o  be f u l l y  c o g n i z a n t  o f  c u r r e n t  econom ic 
d e v e lo p m e n ts  a n d  t h e i r  im p a c t  on money m a r k e t s ,  i n t e r e s t  
r a t e s ,  r e g u l a t i o n s  im posed  upon  b a n k in g  a n d  g e n e r a l  b a n k in g  
p r a c t i c e s .  A c r e d i t  m an ag er  m u s t  c e r t a i n l y  be a w a re  o f  w hat 
u n d e r l y i n g  c a u s e s  c o n t r i b u t e d  t o  t h e  c u r r e n t  s t a t e  o f  t h e
^ Mr. A n d e r l l k  u s e d  o n ly  4  C 's  i n  h i s  a r t i c l e  m e n t io n e d  
a b o v e .  The num ber o f  C 's  a p p e a r s  t o  be  d e p e n d e n t  on  p r e f e r ­
e n c e  a s  t h e  i d e a s  b e h in d  them  a r e  t h e  sam e.
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economy. Hence he must acknow ledge  and. be  t o l e r a n t  o f  c o n d i ­
t i o n s .
Mr. A n d e r l lk  c o n t in u e d  by s t a t i n g  th e  f i n a n c i a l  s t a t e ­
m ents a r e  a l s o  e x tre m e ly  I m p o r ta n t  i n  d e te r m in in g  c r e d i t  
w o r th in e s s .  A c r e d i t  m anager m ust n o t  o n ly  v iew  f i n a n c i a l  
s t a te m e n t s  and o u t s id e  o p in io n s  a s  a means t o  an  end, b u t  
sh o u ld  c o n d u c t  and form h i s  own r e s e a r c h  and  o p in io n  in d e p e n ­
d e n t ly  I n  an e f f o r t  t o  a c h ie v e  a c o n s o l i d a t e d  f i n a n c i a l  p a c k ­
age o f  t h e  a p p l i c a n t  i n  q u e s t i o n .  N o th ing  s h o u ld  be l e f t  u n ­
tu rn e d  a s  t h e  c a se  o f  Penn C e n t r a l  w i l l  p o i n t  o u t .  In  s h o r t ,  
th e  C a p i t a l  s t r u c t u r e  m ust be c a r e f u l l y  s c r u t i n i z e d .
Most em phasis  o f th e  a r t i c l e  a p p e a re d  t o  be g e a re d  t o ­
wards c o n d i t i o n s  and c a p i t a l .  Mr. A n d e r l lk  acknow ledged, 
however, t h a t  c o l l a t e r a l  and c h a r a c t e r  were im p o r ta n t  i n  d e ­
c id in g  w h e th e r  th e  f i rm  o r  consum er was n o te w o r th y  o r  sh o u ld  
be i n v e s t i g a t e d  f u r t h e r .  I n  d e a l i n g  w i th  l a r g e r  f i r m s ,  c h a r ­
a c t e r  would most p ro b a b ly  t a k e  on th e  form o f  management and 
management p r a c t i c e s ,  d e c i s i o n  making p r o c e d u r e s  and so on .
F i n a l l y ,  a  p o i n t  w orth  m e n t io n in g  a b o u t  th e  a r t i c l e  i s  
one n o te d  e a r l i e r  c o n c e rn in g  consum er o r i e n t e d  m a rk e t in g .  
I n h e r e n t  i n  making d e c i s i o n s ,  e s p e c i a l l y  where l a r g e  c o r p o r ­
a t i o n s  o r  g r e a t  q u a n t i t i e s  o f  a p p l i c a t i o n s  a r e  In v o lv e d ,  a 
th o ro u g h  and s w i f t  management in f o r m a t io n  sy s tem  i s  r e q u i r e d  
t o  i n s u r e  t h a t  th o s e  who make t h e  s t r a t e g i c  and o p e r a t i o n a l  
p l a n s  o f  any i n d u s t r y  a r e  in fo rm ed  of a l l  r e l e v a n t  d a t a .
A l l  l e v e l s  o f  management m ust know what o b j e c t i v e s  th e y  a r e
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a im in g  f o r  and I n s u r e  t h a t  t h e r e  a r e  p r o c e d u r e s  f o r  accom­
p l i s h i n g  t h e s e  o b j e c t i v e s .  Hence in f o r m a t io n  m ust f lo w  v e r ­
t i c a l l y  and h o r i z o n t a l l y  w ith  g r e a t  e f f i c i e n c y .  Y e t ,  manage­
ment m ust r e a l i z e  why th e s e  p la n s  e x i s t ,  who i t  i s  i n  b u s i ­
n e s s  to  s e r v e ,  and what th e  complex management in fo rm a t io n  
p r o c e s s e s  a r e  a l l  a b o u t .  In  Mr. A n d e r l lk * s  w ords: "U nderly ­
in g  a l l  o f  t h i s ,  o f  c o u r s e ,  sh o u ld  be th e  c o n ce rn  f o r  th e  
'c u s t o m e r 's  v i e w p o i n t . '  T h is  i s  t h e  p r im a ry  c o n s i d e r a t i o n  
b eh in d  th e  c o n t in u in g  and in n o v a t iv e  e x p a n s io n  o f  bank ing  
s e r v i c e s .
G e n e ra l  C r e d i t  S c o r in g  P ro c e d u re s  
The g e n e r a l  m ethodology o f  c r e d i t  s c o r in g  w i l l  be d i s ­
c u sse d  h a v in g  d e te rm in e d  what g e n e r a l  r e q u i r e m e n ts  a r e  n e c e s ­
s a r y  f o r  an  o p t im a l  p o l i c y  and knowing some of t h e  p r i n c i p l e s  
u sed  f o r  e v a l u a t i n g  t h e  r i s k i n e s s  o f  g r a n t i n g  c r e d i t .
E s s e n t i a l l y  c r e d i t  s c o r in g  i s  a means o f  q u a n t i f y i n g  d e ­
c i s i o n  making p r o c e s s e s .  C h a r a c t e r i s t i c s  o f  lo a n  a p p l i c a n t s  
such  a s  a g e ,  l e n g t h  o f  t im e  on th e  jo b ,  c r e d i t  r e f e r e n c e s  
and so  f o r t h  a r e  g iv e n  s p e c i f i c  w e ig h ts  ( o r  s c o r e s )  based  up­
on t h e  f i r m ' s  p a s t  e x p e r ie n c e  w ith  good and bad a p p l i c a n t s .
A good a p p l i c a n t  i s  d e f in e d  a s  one who h o n o rs  h i s  o b l i g a t i o n s  
w hereas a  bad a p p l i c a n t  i s  one who d e f a u l t s .
I n  m o s t  o f  t h e  m a t e r i a l s  r e v ie w e d  c o n c e r n in g  c r e d i t
^^John  A. A n d e r l lk ,  "How B ankers Make T h e ir  C r e d i t  D ec i­
s i o n s , "  C r e d i t  and F i n a n c i a l  Management, V o l .  ?6 , (August 
1974) ,  p T ï5 1 ------------------------------------ ------- ---
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s c o r i n g  o r  n u m e r ic a l  e v a l u a t i o n  m o d e ls ,  m u l t i v a r i a t e  an d  d i s ­
c r i m i n a n t  a n a l y s i s  w ere  u s e d  on a  l a r g e  sam ple  o f  p r o v e n  a p ­
p l i c a n t s ,  t h a t  I s ,  p r o v e n  t o  be e i t h e r  good o r  b a d .  B ased  
upon th e  s t a t i s t i c a l  a n a l y s i s ,  w e i g h t s  w ere  a s s i g n e d  t o  t h e  
v a r i o u s  c u s to m e r  c h a r a c t e r i s t c s  t h a t  w ere  fo u n d  t o  b e  p r e s ­
e n t  on t h e  l o a n  a p p l i c a t i o n .  As a  c o n t r o l ,  a  s e c o n d  l a r g e  
sam ple  was t a k e n  f ro m  t h e  same company and  t h e  n u m e r ic a l  
s c o r e s  w ere a p p l i e d  t o  t h e  v a r i o u s  a t t r i b u t e s  fo u n d  on t h e  
a p p l i c a t i o n s .  P e r c e n t a g e s  o f  d i f f e r e n c e  w ere  com puted  a n d  
com pared t o  t h e  a c t u a l  r e c o r d s  t o  d e t e r m in e  vdxether t h e  n u ­
m e r ic a l  m odel a c c u r a t e l y  d e s c r i b e d  t h e  f i r m ’ s p o l i c y .
Jam es H. M eyers a n d  Edward W. P o rg y  a c c o m p l i s h e d  r e ­
s e a r c h  I n  n u m e r i c a l  s c o r i n g  s y s te m s  i n  t h e  e a r l y  6 0 *s w i th  
th e  U n i v e r s a l  F in a n c e  Company I n  Los A n g e le s .  I n  a n  a r t i c l e  
e n t i t l e d  "The D ev e lo p m en t o f  N u m e r ic a l  C r e d i t  E v a l u a t i o n  
S y s te m s ,"  t h e y  s t a t e d  t h a t  some d e g r e e  o f  Im provem ent may b e  
r e a l i z e d  by u s e  o f  a  p r o p e r l y  c o n s t r u c t e d  n u m e r ic a l  r a t i n g  
sy s tem  a s  o p p o sed  t o  a  p u r e l y  J u d g m e n ta l  a p p ro a c h  a n d  c i t e d  
works a s  e a r l y  a s  19^1 c l a i m i n g  t h e  same r e s u l t .  T h e i r  m e th ­
od o f  r e s e a r c h  was d i s c r i m i n a n t  a n a l y s i s  a p p l i e d  t o  two d i f ­
f e r e n t  s a m p le s  a s  d e s c r i b e d  b r i e f l y  a b o v e .  Meyers an d  P o rg y  
c o n c lu d e d  t h a t  s t a t i s t i c a l  m e th o d s  c a n  p r o v id e  a  m eans f o r  
d i s c r i m i n a t i o n  a t  a n y  s c o r e  l e v e l  a s s i g n e d  t o  any  v a r i a b l e s  
b ased  upon r e q u i r e m e n t s  o f  t h e  f i r m .  H ence, t h e  g ro u n d w o rk  
f o r  c r e d i t  s c o r i n g  h a s  b e e n  e s t a b l i s h e d  and  c u lm in a te d  i n  
t h e i r  w ork .
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S in c e  th e  e a r l y  r e s e a r c h  o f  Meyers and Forgy , numerous 
a r t i c l e s  and r e s e a r c h  on c r e d i t  s c o r i n g  have been w r i t t e n .  
Some a r e  s k e p t i c a l  o f  th e  c r e d i t  s c o r i n g  p r o c e s s ,  w h i le  
o t h e r s  v i g o r o u s ly  prom ote i t .  The e n s u in g  d i s c u s s i o n  w i l l  
f u r t h e r  p i n p o in t  t h e  p ro s  and cons o f  c r e d i t  s c o r in g  and th e  
g e n e r a l  m ethodology  t h e r e o f .
C r e d i t  bu y in g  h as  become i n c r e a s i n g l y  a t t r a c t i v e  to  
Am erican S o c ie ty ,  The i n c r e a s e  i n  com m ercia l a s  w e l l  a s  
consumer c r e d i t  d u r in g  th e  l a s t  20 y e a r s  h a s  exceeded 7 p e r ­
c e n t  on an n u a l  a v e ra g e .  L e n d e rs ,  on th e  o th e r  hand , f e a r i n g  
bad d e b t  l o s s e s ,  have a more c a u t io u s  a t t i t u d e  tow ards  l e n d ­
in g  th a n  th e  consum ers have to w a rd s  b o rro w in g , n o t w i th s t a n d ­
in g  th e  f a c t  t h a t  l e n d in g  f i r m s  a r e  s e e k in g  p r o f i t  and th e y  
may fo re g o  some amount o f  p r o f i t  by w i th h o ld in g  c r e d i t  to  
a  s p e c i f i c  a p p l i c a n t .  In  th e  p a s t  and a l s o  c u r r e n t l y ,  c r e d ­
i t  m anagers and lo a n  o f f i c e r s  u se  t h e i r  own i n t u i t i o n ,  
judgment and e x p e r ie n c e  in  d e c id in g  w h e th e r  o r  n o t  t o  ex ­
ten d  c r e d i t  based  upon p e r s o n a l  i n t e r v i e w ,  c r e d i t  b u rea u  
r e p o r t s  and a p p l i c a t i o n  in f o r m a t io n .  A l a r g e  e lem en t  o f  su b ­
j e c t i v e  d e c i s i o n  making i s  i n h e r e n t  i n  t h i s  type  o f  sy s tem .
C r e d i t  s c o r in g  on th e  o t h e r  hand i s  a  q u a n t i f i c a t i o n  
system  by which w e ig h ts  a re  a s s ig n e d  t o  s p e c i f i c  c h a r a c t e r ­
i s t i c s  o f  an a p p l i c a n t ,  as  m en tio n ed  above . Depending upon 
management p o l i c y  e n c o u ra g in g  " t i g h t "  o r  " lo o se "  c r e d i t  p o l i ­
c i e s ,  a  c u t o f f  s c o r e  can be a s s ig n e d  to  d e f in e  m anagem ent's  
d e s i r e s .  T ha t i s ,  when a l l  t h e  w e ig h ts  o f  th e  v a r i o u s  a t t r i -
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b u t e s  a r e  added  t o g e t h e r ,  t h e y  roust t o t a l  a  f i g u r e  t h a t  i s
i n  e x c e s s  o f  t h e  c u t o f f  s c o r e  i n  o r d e r  f o r  t h e  a p p l i c a n t  t o
be g r a n t e d  c r e d i t .  I f  t h e  t o t a l  i s  b e lo w  t h e  c u t o f f ,  t h e
32a p p l i c a n t  i s  r e j e c t e d .
The C r e d i t  S c r e e n  
The g e n e r a l  c r e d i t  s c o r i n g  p r o c e d u r e  ( o r  c r e d i t  s c r e e n  
a s  i t  i s  so m e tim es  c a l l e d )  i s  i l l u s t r a t e d  by  F i g u r e  I  on 
page  2 5 .
33I n  h i s  a r t i c l e  on c r e d i t  s c r e e n i n g ,  W i l l i a m  P o g g e ss  
d e s c r i b e d  a  two p a r t  sy s tem  t h a t  would f a c i l i t a t e  c r e d i t  
e x t e n s i o n  and o v e r a l l  c r e d i t  p o l i c y .  The f i r s t  p a r t  o f  t h e  
sy s te m  i s  t h e  c r e d i t  s c r e e n  b r o a d l y  d ia g ra m e d  i n  F i g u r e  I .
The s e c o n d  p a r t  i s  th e  e x t r e m e ly  i m p o r t a n t  m anagem ent i n f o r ­
m a t io n  s y s te m .
To fo rm  t h e  f i r s t  p a r t  o f  t h e  s y s te m ,  a  t h r e e  p h a s e  a p -
34p ro a c h  h a s  b e e n  s u g g e s te d  by Jo h n  W. B uckley  w h ich  i n c o r ­
p o r a t e d  a m a r k e t in g ,  a c c o u n t i n g ,  and s t a t i s t i c a l  m o d e l .  D i f ­
f e r e n t i a t i o n  o f  c r e d i t  r i s k s  i s  done w i th  t h e  m a r k e t i n g  m odel 
i n  a  q u a n t i f i e d  m anner s i m i l a r  t o  t h e  b a s i c  c r e d i t  s c o r i n g
^ O b v i o u s l y  t h e r e  a r e  c r i t e r i a  f o r  w h ich  b o u n d a r i e s  
would be  a s s i g n e d  around  t h e  c u t o f f  s c o r e  s u c h  t h a t  a d d i t i o n ­
a l  i n v e s t i g a t i o n  would be  r e q u i r e d  i f  a  s c o r e  e x i s t e d  w i t h i n  
t h e  b o u n d a r i e s .
^ ^ W il l ia m  P. P o g g e s s ,  " S c r e e n  T e s t  Your C r e d i t  R i s k s , "  
M anagement o f  W orking  C a p i t a l , e d .  K e i t h  V. S m ith ,  ( S t .  P a u l i  
W est P u b l i s h i n g  C o . , 1 9 7 4 ) ,  p p .  1 0 9 -1 1 9 .
^ ^ Jo h n  W. B u c k le y ,  "A S y s t e m a t i c  C r e d i t  M o d e l ,"  Manage­
m ent o f  W o rk ing  C a p i t a l , ed .  K e i th  V. S m i th ,  ( S t .  P a u l :
W est P u b l i s h i n g  C o . ,  1 9 7 4 ) ,  p p .  1 2 1 -1 3 6 .
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t e c h n iq u e  d e s c r ib e d  e a r l i e r .  As a  d i r e c t  m easurem ent o f  
r i s k  may be d i f f i c u l t  t o  o b t a i n ,  s u r r o g a t e s  a r e  u sed  i n s t e a d .  
A s u r r o g a t e  i s  d e f in e d  s im p ly  a s  a  c u s to m e r  c h a r a c t e r i s t i c  
such  a s  age , jo b ,  d e p e n d e n ts  and so  on . Once a  q u a n t i t a t i v e  
v a lu e  has  been  a s s ig n e d ,  t h e  a p p l i c a n t  i s  p la c e d  i n t o  a  r i s k  
g ro u p . T h is  group  d e f i n e s  a p a r t i c u l a r  r i s k  l e v e l  t h a t  th e  
f i rm  may w ish t o  r e j e c t  o r  a c c e p t  d ep en d in g  on c u r r e n t  p o l i ­
cy , A r i s k  f a c t o r  composed o f  c r e d i t  d e p a r tm e n t  c o s t s ,  th e  
c o s t  o f  c a p i t a l ,  and c o s t s  o f  c a r r y i n g  r e c e i v a b l e s  i s  u sed  
to  f u r t h e r  a n a ly z e  th e  r i s k  g ro u p .  T h is  r i s k  f a c t o r  ex­
p r e s s e s  th e  r a t i o  o f  in c r e m e n ta l  c o s t s  t o  s a l e s  ( l e g a l  f e e s ,  
bad d e b t  l o s s e s ,  r e m in d e rs ,  phone c a l l s  e t c ) .
The second p h a se  i s  t h e  s t a t i s t i c a l  model which a t t e m p t s  
to  c a t e g o r i z e  th e  a t t r i b u t e s  o f  th e  p o p u la t io n  of a p p l i c a n t s  
in  g e n e r a l ,  and th e n  segm ent th e  p o p u l a t i o n  i n t o  p a r t i c u l a r  
r i s k  g ro u p s .
F i n a l l y ,  t h e  t h i r d  p h ase  i s  an a c c o u n t in g  m odel. T h is  
model p e rfo rm s  a c o s t - v o l u m e - p r o f i t - a n a l y s l s  and s e l e c t s  t h e  
p r o j e c t  s u p p o r t in g  th e  h i g h e s t  c o n t r i b u t i o n  m arg in . In  p e r ­
fo rm ing  th e s e  c o m p u ta t io n s  t h e  r i s k  f a c t o r s  (which a r e  v a r i ­
a b le  c o s t s )  m ust be added t o  o t h e r  v a r i a b l e  c o s t s  such  a s  
s a l e s  com m issions t o  o b t a i n  a  t o t a l  v a r i a b l e  c o s t  e s t im a te  
such t h a t  a  co m p le te  b r e a k -e v e n  a n a l y s i s  m igh t be p e rfo rm ed . 
T h is  can  be used w ith  s a l e s  t o  d e te rm in e  t h e  f i n a l  c o n t r i b u ­
t i o n  m arg in  o f  t h e  p r o d u c t .  Im p e ra t iv e  i n  th e  a c c o u n t in g  
p o r t io n  o f  th e  model i s  c lo s e  s c r u t i n y  o f  th e  s t r u c t u r e  o f
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t h e  f i r m  s i n c e  d i f f e r e n t  m e th o d s  may b e  r e q u i r e d  f o r  f i r m s  
w i th  h ig h  v a r i a b l e  c o s t s  v e r s u s  t h o s e  w i th  h ig h  f i x e d  c o s t s .
O b v io u s ly  n o t  a l l  p h a s e s  o f  t h e  c r e d i t  s c r e e n  w i l l  be  
a p p l i c a b l e  t o  e v e r y  c a s e .  The a c c o u n t i n g  p h a s e  would be b e t ­
t e r  s u i t e d  t o  co m m erc ia l  r a t h e r  t h a n  co n su m e r  l o a n s ,  f o r  e x ­
a m p le .
The s e c o n d  p a r t  o f  t h e  s y s te m  s u g g e s t e d  by P o g g e ss  i s  
t h a t  o f  a n  a d e q u a te  management I n f o r m a t i o n  s y s te m .  He s u g ­
g e s t s  i n  h i s  a r t i c l e  t h a t  v a s t  am o u n ts  o f  d a t a  a r e  need ed  
d e s c r i b i n g  good a c c o u n t s ,  bad  a c c o u n t s ,  c u s to m e r  c h a r a c t e r ­
i s t i c s ,  s t a t e  o f  t h e  economy a n d  b u s i n e s s  c y c l e s  t o  name a  
few . Many l e n d e r s  h a v e  p ro b le m s  w i th  d e c i d i n g  w hat In fo r m a ­
t i o n  i s  i m p o r t a n t  f o r  e v a l u a t i o n  o f  a n  a p p l i c a n t . I t  
would a p p e a r  t h a t  t h e  more i n f o r m a t i o n  t h a t  i s  a v a i l a b l e ,  
t h e  e a s i e r  i t  would  be  t o  a c h i e v e  a  m ore  r a t i o n a l  d e c i s i o n .  
B u t a l t h o u g h  l e n d e r s  to d a y  u s e  c o m p u te r s  e x t e n s i v e l y ,  t h u s  
c o n q u e r in g  t h e  enorm ous am oun ts  o f  d a t a  a v a i l a b l e ,  th e y  may 
l a c k  c e r t a i n  s p e c i f i c  i n f o r m a t i o n  t h a t  i s  i m p e r a t i v e  i n  mak­
i n g  a  c r e d i t  e x t e n s i o n  d e c i s i o n .  I n f o r m a t i o n  t h a t  a  l e n d e r  
s h o u ld  know a r e  ( 1 ) p r o f i t s  r e c e i v e d  i f  a  c u s to m e r  p a y s ,
( 2 ) l o s s  i n c u r r e d  i f  a  c u s to m e r  d o e s  n o t  p a y ,  ( 3 ) c o s t  o f  
e a c h  p i e c e  o f  i n f o r m a t i o n  o b t a i n e d  a n d  (4 )  t h e  p r o b a b i l i t y  
t h a t  a  c u s to m e r  r e p a y s  h i s  o b l i g a t i o n s  g iv e n  c e r t a i n  i n f o r m a ­
t i o n . ^ ^  C a r l  G r e e r  h a s  s a i d  t h a t  many co m p a n ie s  h av e  n o t
^ ^ C a r l  C. G re e r ,  "M easuring  th e  V a lu e  o f  I n f o r m a t io n  In  
Consumer C r e d i t  S c r e e n in g ,"  Management S e r v i c e s , (May-June
1 9 6 7 ) ,  p .  4 5 .
2? I b l d .
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d e te rm in e d  a n y  o r  m ost o f  t h e  ab o v e  f o u r  p a r a m e t e r s .  He 
e m p h as iz ed  t h a t  a  l e n d e r  m u st h av e  a n  I d e a  o f  t h e  e x p e c t e d  
v a l u e  o f  a c c e p t i n g  a n  a p p l i c a n t  I n  o r d e r  t o  a v o id  p u r c h a s e  
o f  r e d u n d a n t  i n f o r m a t i o n ,  p u r c h a s e  o f  i n f o r m a t i o n  t h a t  d o es  
n o t  a i d  I n  d i s c r i m i n a t i n g  b e tw e e n  g o o d /b a d  r i s k s  o r  t h e  f a i l ­
u r e  t o  p u r c h a s e  I n f o r m a t io n  t h a t  d o e s  d i s c r i m i n a t e .  G r e e r  
a l s o  s u g g e s t e d  t h a t  a  s e q u e n t i a l  d e c i s i o n  p r o c e s s  s h o u ld  be  
u s e d  t o  a i d  I n  d e t e r m in i n g  n o t  o n l y  w h e th e r  a  l e n d e r  s h o u ld  
a c c e p t  o r  r e j e c t  t h e  a p p l i c a n t  b u t  a l s o  t h e  v a l u e  o f  t h e  I n ­
f o r m a t i o n .  By u s in g  s a m p le s  o f  a p p l i c a n t s  and  c o n d i t i o n a l  
p r o b a b i l i t i e s ,  p e r c e n t a g e s  may b e  o b t a i n e d  t o  e s t i m a t e  e x ­
p e c t e d  v a l u e s  o f  e x t e n d i n g  c r e d i t  t o  a  co n su m e r.  A t y p i c a l
39p r o c e s s  may b e  a s  shown i n  F i g u r e  I I .
_______ Z e ro  I n f o r m a t i o n ________
A c c e p t  I R e j e c t
More I n f o r m a t i o n
I 1----------------- 1
S c o r e  I  S c o r e  I I  S c o re  I I Ir
Acc
, . . r ‘ ,
Rej Acc I R e j Acc * B e j
I
M o r e ' I n f o  »
Acc R e j  Acc j R e j  Acc R e j
! F i g u r e  I I
D e c i s io n  T re e  P r o c e s s  f o r  t h e  
R e q u ire m e n t  o f  More I n f o r m a t i o n
Thus w i t h  a  c r e d i t  s c r e e n i n g  s y s te m  a t  o n e ' s  d i s p o s a l .
3®I b l d . .  p p .  4 4 -5 4 .  
39 l b l d . .  p .  53 .
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a  c r e d i t  m anager  o r  lo a n  o f f i c e r  h a s  t h e  c a p a b i l i t y  o f  q u a n -  
t i t i v e l y  e v a l u a t i n g  an  a p p l i c a n t  an d  d e t e r m in i n g  t h e  w o r th  
o f  t h e  i n f o r m a t i o n  a v a i l a b l e  t o  a s s e s s  h im , h o p e f u l l y  rem o v -  . 
i n g  s u b j e c t i o n  f rom  t h e  d e c i s i o n .
P ro s  and  Cons
T h ere  a r e  in n u m e ra b le  a d v a n t a g e s  an d  d i s a d v a n t a g e s  t o  
a n y  sy s te m  a n d  t h e  c r e d i t  s c o r i n g  p r o c e s s  i s  no e x c e p t i o n .
The a d v o c a t e s  o f  c r e d i t  s c o r i n g  c l a i m  t h a t  i t  e n c o u r a g e s  a  
n o n - p r e j u d i c e d  d e c i s i o n  on t h e  p a r t  o f  t h e  l e n d e r  t h u s  e n ­
s u r i n g  a g a i n s t  d i s c r i m i n a t o r y  c r e d i t  p r a c t i c e s  and  s u p p o r t -
hOin g  t h e  t r u t h  i n  l e n d i n g  la w s .  Mr. H. J .  H. Roy o f  P a i r ,  
I s a a c  and  Company, I n c o r p o r a t e d  h a s  w r i t t e n  num erous a r t i c l e s  
c o n c e r n in g  t h e  b e n e f i t s  o f  c r e d i t  s c o r i n g .  In  a n  a r t i c l e  e n ­
t i t l e d  "Why C r e d i t  S c o r in g ? "  Mr. Roy r e i n f o r c e d  p r e v i o u s  
f i n d i n g s  by s t a t i n g  t h a t  a  c r e d i t  o f f i c e r  m ust c o l l e c t  a l l  
p o s s i b l e  i n f o r m a t i o n  on a n  a p p l i c a n t .  I n c lu d e d  I n  t h i s  i n ­
f o r m a t i o n  w ould  be paym ent r e c o r d s ,  a p p l i c a t i o n  fo rm s ,  p e r ­
s o n a l  i n t e r v i e w  an d  c r e d i t  b u r e a u  r e p o r t s .  I n f o r m a t i o n  c o n ­
c e r n i n g  p a s t  a p p l i c a n t s  i s  a l s o  m a n d a to ry  s i n c e  a  s c o r i n g  
sy s te m  i s  b a s e d  upon p a s t  e x p e r i e n c e .  A ls o ,  and e q u a l l y  im ­
p o r t a n t  a s  p a s t  d a t a ,  i s  a n  e x t e n s i v e  know ledge  o f  a l t e r n a ­
t i v e  u s e s  o f  money w hich i n c l u d e  a n  u n d e r s t a n d i n g  o f  r e g i o n ­
a l  econom ic  c o n d i t i o n s ,  company o b j e c t i v e s ,  m ark e t  p e n e t r a ­
t i o n  and so  o n .  T h is  w i l l  t h e o r e t i c a l l y  e n a b le  p o l i c y
D. B u e l  and G, L. L e w is ,  " C r e d i t  S c o r in g  a n d  Be­
y o n d , " B a n k in g , V o l .  6 l .  ( F e b r u a r y  1 9 6 9 ) ,  p p .  4 2 - ^ 3 .
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changes to  keep  pace  w i th  c o m p e t i t io n ,  economic ch an g es  and 
g e n e r a l  b u s in e s s  c o n d i t i o n s .
Q u a n t i f i c a t i o n  o f  h i s t o r i c a l  d a t a  fo l lo w ed  by a p p ly in g  
i t  to  new in f o r m a t io n  a l lo w s  management to  t h e o r e t i c a l l y  d e ­
te rm in e  what r i s k  i t  w ants t o  assume when g r a n t i n g  c r e d i t  by 
r a i s i n g  o r  lo w e r in g  th e  c u t o f f  s c o r e s .  T h is  can  a l lo w  man­
agement t o  m a in ta in  an e q u a l ly  u n ifo rm  p o l i c y  s i n c e  n e b u lo u s  
te rm s such  as  " t i g h t e n "  o r  " lo o s e n "  c r e d i t  cou ld  be e l i m in ­
a te d  by u se  o f  q u a n t i f i e d  s c o r e s .  And to  qu o te  Mr. Roy, 
" ab sence  o f  a  q u a n t i t a t i v e  ap p ro ach  makes i t  im p o s s ib le  f o r  
p eo p le  in v o lv e d  i n  th e  c r e d i t  g r a n t i n g  f u n c t i o n  to  communi­
c a te  e f f e c t i v e l y  w i th  one a n o t h e r , T h i s  s t a te m e n t  w i l l  
be d i s c u s s e d  a g a in  in  C h a p te r  VI.
C r e d i t  s c o r i n g  h a s  a l r e a d y  a l lo w e d  managem ent t o  r e a ­
l i z e  g r e a t e r  p r o f i t s .  F o r  ex am ple  a  25  p e r c e n t  r e d u c t i o n  i n
bad d e b t  l o s s e s  h a s  been  n o te d  w i th  no a p p r e c i a b le  change i n
Il2volume i n  some f i r m s .  Meyers and F o rg y  have found compar­
a b le  r e s u l t s  i n  t h e i r  w o r k s . S i n c e  t h e  p r o f i t s  depend up ­
on c u r r e n t  company p o l i c y  and s t r a t e g y ,  one can n o t a f f o r d  to  
t u r n  away good a c c o u n ts  n o r  a c c e p t  bad o n e s .  By a p p ly in g  a  
s c o re  to  t h o s e  r e q u e s t i n g  c r e d i t  one c a n  d e te rm in e  w h e th e r
J .  H. Roy, "Why C r e d i t  S c o r i n g , "  A r t i c l e s  on C re d ­
i t  S c o r i n g , ( F a i r ,  I s a a c  and C o . ,  I n c . ,  March 1 9 7 4 ) ,  p . ? .
lL2
H. J .  H. Roy, " B r e a k th r o u g h s  i n  C r e d i t  S c o r i n g , "  
S t o r e s . V o l .  55 , ( J u n e  1 9 7 3 ) ,  p .  13.
-'^James H. M eyers  and Edward W. F o r g y ,  "D ev e lo p m en t o f  
N u m e r ic a l  C r e d i t  E v a l u a t i o n  S y s t e m s ,"  J o u r n a l  o f  t h e  A m eri­
c a n  S t a t i s t i c a l  A s s o c i a t i o n . V o l .  58 , '( 'Septem ber 1 9 6 3 ) ,
p . 8 0 0 .
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more i n f o r m a t i o n  w ould  be  r e q u i r e d  ( e . g .  t h e  s c o r e  l i e s  
w i t h i n  a  c l o s e  r a n g e  o f  t h e  c u t o f f ) .  T h u s ,  c r e d i t  b u r e a u  
r e p o r t s  may p ro v e  v a l u a b l e  w h ere  t h e  s c o r e  i s  c l o s e  t o  t h e  
c u t o f f .  However, r e p o r t s  may n o t  b e  r e q u i r e d  when a  s c o r e  
i s  o u t s i d e  t h i s  r a n g e .  I f  a  f i r m  s im p ly  b l a n k e t e d  e v e r y  
a p p l i c a t i o n  w i th  a  c r e d i t  r e p o r t ,  c o s t l y  c u t s  i n  p r o f i t  
c o u ld  o c c u r .  W ith  im p le m e n ta t io n  o f  su c h  a  s c o r i n g  s y s te m ,  
some f i r m s  h av e  b e e n  a b l e  t o  r e d u c e  i n v e s t i g a t i o n  e x p e n s e s  
by  a s  much a s  33  p e r c e n t  a s  w e l l  a s  r e d u c e  th e  num ber o f
ail
p e r s o n n e l  r e q u i r e d  t o  p e r fo rm  t h e  c r e d i t  a p p r o v a l  f u n c t i o n .
Roy c la im e d  t h a t  w i th  a  c r e d i t  s c o r i n g  s y s te m ,  m anage­
m en t c o u ld  s t a f f  c r e d i t  g r a n t i n g  f u n c t i o n s  w i th  f e w e r  e x p e r i -  
en c e d  p e r s o n n e l  t h e r e b y  l e a v i n g  t h e  m ore e x p e r i e n c e d  p e o p le  
t o  h a n d le  t h e  t o u g h e r  p ro b le m s  r e q u i r i n g  more e x p e r i e n c e .
T h i s  would a l l o w  t im e  t o  be  s p e n t  more e f f i c i e n t l y  by  a l l  
c o n c e r n e d .  A ls o ,  t r a i n i n g  f o r  p o s i t i o n s  i n  c r e d i t  e x t e n s i o n  
w ould  be  m in im a l  a s  one o n ly  h a s  t o  com pare  t h e  s c o r e  o f  an  
a p p l i c a n t  w i th  a  c u t o f f  s c o r e  t o  d e t e r m in e  w h e th e r  o r  n o t  
c r e d i t  s h o u ld  b e  g i v e n .  Of c o u r s e  w here  s c o r e s  a r e  w i t h i n  
a  p r e d e t e r m in e d  r a n g e  o f  t h e  c u t o f f  s c o r e ,  t h e  m ore e x p e r i ­
en ced  l o a n  o f f i c e r s  w ould  be r e q u i r e d  t o  a i d  i n  t h e  d e c i s i o n .
Im proved  m anagem ent p r a c t i c e s  may p o s s i b l y  b e  a t t r i b u t e d  
t o  c r e d i t  s c o r i n g .  Not o n ly  d o e s  t h e  p r o c e s s  a i d  i n  upw ard
44H. J .  H. Roy, " C r e d i t  S c o r in g :  An U p d a te , "  C r e d i t
and F i n a n c i a l  M anagem ent. V o l .  ?6  (A u g u s t  1 9 ? 4 ) ,  p .  29 .
45 Roy, " B r e a k th r o u g h s  i n  C r e d i t  S c o r i n g , "  p p .  c i t . .
p .  29.
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
3 2
and downward com m unica tions , b u t  a l s o  a l lo w s  management t o
m o n ito r  p e rfo rm an ce  and t a k e  c o r r e c t i v e  a c t i o n s  when a p p ro -
46p r l a t e .  Thus I t  p r o v id e s  f o r  r a p i d  fe e d b a c k .
As was m en tioned  p r e v i o u s l y ,  c r e d i t  s c o r in g  can  p r o v id e  
f o r  n o n -d ls c r l f f i ln a to ry  c r e d i t  e x te n s io n  p r a c t i c e s .  T h is  
l e a d s  t o  I n c r e a s e d  good w i l l  on th e  p a r t  o f  th e  consum er, 
when th e  p r e v a l e n t  f e e l i n g  I s  t h a t  a l l  w i l l  g e t  th e  same 
t r e a tm e n t .
F i n a l l y ,  a  c r e d i t  s c o r i n g  sy s tem  encom passes th e  cum ula­
t i v e  e x p e r ie n c e  o f  th e  e n t i r e  o r g a n i z a t i o n  s in c e  I t  I s  b a sed  
upon two o r  t h r e e  y e a r s  a c c e p t - r e j e c t  r e c o r d s  which In  t u r n
a r e  based  upon th e  e x p e r ie n c e  o f  v e t e r a n  lo a n  o f f i c e r s  and 
47company p o l i c y .  '  T h is  a l lo w s  f o r  s h o r t e r  o n - t h e - j o b  t r a i n ­
in g  s e s s io n s  and a l lo w s  a  j u n i o r  lo a n  o f f i c e r  t o  se e  th e  
o v e r a l l  p i c t u r e  o f  th e  f i r m ' s  o b j e c t i v e s  r a t h e r  th a n  j u s t  a  
na rrow  view  o f  one p e r s o n ' s  e x p e r ie n c e  and o p in io n s .
C r i t i c s  o f  t h e  sys tem  a p p e a r  t o  be  num erous, a l th o u g h  
t h e r e  h as  n o t  been  much w r i t t e n  a b o u t  th e  d i s a d v a n ta g e s  o r  
d e f e c t s  In  c r e d i t  s c o r i n g .  One su ch  a r t i c l e ,  “P o t e n t i a l s  o f  
C r e d i t  S c o r in g :  Myth o r  P a c t*  by Thomas R. H a r t e r ,  h a s  a t ­
t a c k e d  th e  c o s t  o f  Im p le m e n ta t io n  a s  one a s p e c t  t h a t  would 
I n h i b i t  c r e d i t  s c o r i n g .  A d d i t i o n a l l y ,  f i r m s  t h a t  a t t e m p t  
s h o r t c u t s  In  I n s t a l l a t i o n  may n e g a te  t h e  b e n e f i t s  t h a t  would 
be  g a in e d .  A lso , com puter sy s te m s  a r e  e x p e n s iv e ,  and w i th
4-6Roy, " C r e d i t  S c o r in g :  An U p d a te ,"  op . c l t .
^^ I b ld . .  p. 38.
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t h e  v a s t  amount o f  d a t a  which m ust be c o n s id e r e d  s im u l t a n e ­
o u s ly ,  a  com puter I s  a  n e c e s s i t y .  H a r t e r  a rg u e d  t h a t  few 
f i r m s  have t h e  v a s t  amount o f  d a t a  r e q u i r e d  f o r  an  e x te n s iv e  
s c o r in g  sy s te m  which s u b s t a n t i a t e s  G r e e r ' s  comments. As a  
r e s u l t ,  t h e  f i r m  may t a k e  s h o r t c u t s  a g a i n ,  th e r e b y  s e r i o u s l y  
l i m i t i n g  t h e  sy s tem .
A nother I n h e r e n t  f a u l t  i n  t h e  f o r m u la t i o n  o f  t h e  system  
a c c o rd in g  t o  B a r t e r  i s  t h a t  b o r ro w e rs  who were r e j e c t e d  a r e  
n o t  in c lu d e d  in  th e  f o r m u la t i o n  o f  s c o r e s .  T h e r e fo r e ,  a l ­
though  t h e  sy s tem  r e p r e s e n t s  t h e  company p o l i c y ,  i t  a l s o  r e p ­
r e s e n t s  i t s  b i a s e s  which a r e  b u i l t  i n t o  t h e  s c o r i n g .
B a r t e r  c o n t in u e d  by a t t a c k i n g  t h e  p ro p o se d  b e n e f i t s  o f  
c r e d i t  s c o r i n g .  F i r s t  he c la im e d  t h a t  t h e  s p e c i f i c  e v a lu a ­
t i o n  methods do n o t  a i d  i n  t r a i n i n g  new lo a n  o f f i c e r s  b e ­
c au se  i t  i s  b a sed  on d e c i s i o n s  o f  o ld  o f f i c e r s  and t h e r e f o r e  
i s  a s  n a rro w  a s  h a v in g  one o r  two v e t e r a n s  t e a c h  a  new r e ­
c r u i t .  S e c o n d ly ,  a  f i rm  c a n n o t  a f f o r d  t o  u se  l e s s  e x p e r i ­
enced  p e r s o n n e l  b e ca u se  th e  s c o r i n g  sy s tem  i s  b a sed  on o ld  
p o l i c i e s ,  and s i n c e  o ld  p o l i c i e s  r e q u i r e d  much e x p e r ie n c e ,  
t h e  new sy s tem  would r e q u i r e  s i m i l a r  e x p e r ie n c e  t o  a t  l e a s t  
p r e - s c r e e n  t h e  a p p l i c a t i o n .  T h i r d ,  B a r t e r  s t a t e d  t h a t  th e  
c o s t s  o f  s c r e e n i n g  would n o t  be low ered  b e ca u se  t h e  o ld  p o l ­
i c i e s  b u i l t  i n t o  th e  sys tem  i n v a l i d a t e  i t .
H a r t e r  conc luded  h i s  a r t i c l e  p r e d i c t i n g  a r a t h e r  b le a k  
f u t u r e  f o r  c r e d i t  s c o r in g  i n  a c t u a l  p r a c t i c e .  He s e e s  i t s  
u se  s o l e l y  f o r  academ ic  p u rp o se s  t o  t e a c h  s t u d e n t s  a b o u t  th e
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c r e d i t  g r a n t i n g  p r o c e s s .  Meyers and Forgy a l s o  conc luded  
t h a t  n u m e r ic a l  r a t i n g  sy s tem s w ere n o t  p a r t i c u l a r l y  p o p u la r ,  
and th e y  in c lu d e d  i n  t h e i r  r e a s o n in g  t h a t  lo a n  o f f i c e r s  were 
r e l u c t a n t  t o  abandon t h e i r  u sa g e  o f  e x p e r ie n c e  f o r  u n t e s t e d  
q u a n t i f i e d  m ethods a s  w e l l  a s  t h e  d i f f i c u l t i e s  o f  im p lem en ta ­
t i o n .
On a  more t h e o r e t i c a l  l e v e l  C h a t t e r z e e  and Barcun im­
p l i e d  t h a t  t h e  s t a t i s t i c a l  t e c h n iq u e  o f  d i s c r im i n a n t  a n a l y ­
s i s  i s  n o t  t h e  b e s t  way t o  d e te rm in e  a  s c o re  f o r  v a r i o u s
hQ
c h a r a c t e r i s t i c s .  They s u g g e s te d  t h a t  d i s c r im i n a n t  a n a l y ­
s i s  i s  v a l i d  when a p p l i e d  t o  d a t a  from  two m u l t i v a r i a t e  n o r ­
mal p o p u l a t i o n s .  But many v a r i a b l e s  u sed  f o r  c r e d i t  s c r e e n ­
in g  a r e  q u a l i t a t i v e  and have d i s t r i b u t i o n s  which d i f f e r  mark­
e d ly  from n o rm a l.  Hence, s t a t i s t i c a l  i n a c c u r a c i e s  w i l l  be 
i n h e r e n t  i n  th e  sys tem .
Examples o f  C r e d i t  S c o r in g  Usage 
C r e d i t  s c o r i n g  h as  been  u sed  n o t  o n ly  in  r e t a i l  d e p a r t ­
ment s t o r e s  and lo a n  a g e n c ie s ,  b u t  a l s o  i n  th e  a r e a s  o f  m o r t ­
g ag es  and com m ercial l o a n s .  G. K. Rakes w ro te  i n  "A Num eri­
c a l  C r e d i t  E v a lu a t io n  Model f o r  R e s i d e n t i a l  Mortgages'* t h a t  
l a t e  paym ents by b o rro w ers  a r e  b e l i e v e d  t o  be r e l a t e d  t o  d e ­
f i n a b l e  and m ea su ra b le  c h a r a c t e r i s t i c s .  These c h a r a c t e r i s ­
t i c s  a r e  s i m i l a r  t o  th o s e  m en tioned  f o r  consumer lo a n s  such
S. C h a t t e r z e e  and S. B arcun , **A N o n -P aram e tr ic  Ap­
p ro a c h  to  C r e d i t  S c r e e n i n g , " A m erican S t a t i s t i c a l  A s s o c ia ­
t i o n  J o u r n a l , V o l. 6 5 , (March 1 9 7 0 ) ,  p .  150*
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a s  a g e ,  o c c u p a t io n  an d  so  o n .  B akes*  m odel r e q u i r e d  hu g e  
am ounts  o f  d a t a  and  a n  e v e r  c h a n g in g  s e t  o f  e q u a t i o n s  t o  i n ­
c o r p o r a t e  f l u c t u a t i n g  econom ic  c o n d i t i o n ,  b u s i n e s s  c y c l e s  
a n d  r e g i o n a l  c h a r a c t e r i s t i c s .  R akes  m en t io n e d  t h a t  a l t h o u g h  
su c h  a  m odel may b e  f e a s i b l e ,  e x t e n s i o n  o f  l o a n s  i s  made f o r  
t h e  m o s t  p a r t  upon e x p e r i e n c e  and  good c r e d i t  a n a l y s i s .
Com m ercia l l o a n s  may a l s o  be  e x te n d e d  by means o f  a  
c r e d i t  s c o r i n g  sy s te m  a l t h o u g h  c a u t i o n  m u st be u s e d  b e c a u s e  
o f  d i f f e r e n c e s  b e tw e e n  t h e  co n su m e r  a n d  co m m erc ia l  l o a n .  
V a r i a t i o n s  i n  p o p u l a t i o n  c h a r a c t e r i s t i c s ,  s i z e ,  t e r m s ,  c o l ­
l a t e r a l  and s t a n d a r d i z a t i o n  c a u s e  a  co m m erc ia l  m odel t o  b e
Ù.Q
q u i t e  d i f f e r e n t ,  ^ F a c t o r s  o r  c h a r a c t e r i s t i c s  t h a t  one 
w ould lo o k  a t  f o r  c o m m e rc ia l  l o a n s  w ould b e  age  o f  t h e  b u s i ­
n e s s ,  y e a r s  o f  p r e s e n t  m anagem ent, s u c c e s s i v e  y e a r s  o f  i n ­
c r e a s e d  p r o f i t ,  and  q u i c k  r a t i o  t o  name a  f e w .^ ^  As w i th  
m o r tg a g e s  and  consum er l o a n s ,  c r e d i t  s c o r i n g  f o r  c o m m e rc ia l  
l o a n s  d o e s  n o t  a p p e a r  t o  h a v e  w id e s p r e a d  a c c e p t a n c e  n o r  u s ­
a g e ,  a l t h o u g h  m ode ls  do  e x i s t .  A p p a r e n t ly  H a r t e r ’ s  r e l e g a ­
t i o n  o f  c r e d i t  s c o r i n g  t o  t h e  a c a d e m ic  w o r ld  h a s  p ro v e n  
t r u e  t o  some e x t e n t .
I t  i s  i n t e r e s t i n g  t o  n o t e  t h a t  a l t h o u g h  t h e  s p e c i f i c s  
o f  c r e d i t  s c o r i n g  f o r  consum er a n d  c o m m e rc ia l  l o a n s  a r e
^ ^ Y a i r  E. O r g l e r ,  "A C r e d i t  S c o r i n g  Model f o r  Commer­
c i a l  L o a n s ,*  J o u r n a l  o f  Money, C r e d i t  and  B an k in g ,  V o l .  2 . 
( 1 9 7 0 ) ,  p .  k j r . ---------------------------- --------------------------------
^ ^ H o b e r t  P .  A b a te ,  " N u m e r ic a l  S c o r in g  System  f o r  Commer­
c i a l  L o a n s , "  B a n k e rs  M o n th ly , V o l .  8 6 . ( J a n u a r y  15, 1 9 6 9 ) ,  
p .  39 .
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w o r ld s  a p a r t ,  t h e  g e n e r a l  p r o c e d u r e s ,  p ro b le m s  an d  a d v a n ta g e s  
a r e  v e r y  s i m i l a r  I f  n o t  t h e  sam e. J u s t  a s  th e  l o a n  o f f i c e r  
o r  c r e d i t  m anager  may h av e  t h e  f i n a l  s a y  f o r  a  co n su m er  l o a n ,  
t h e  f a t e  o f  a  c o m m e rc ia l  l o a n  r e s t s  upon t h e  d e c i s i o n  o f  t h e  
bank  e x a m i n e r . I f  h e  d o e s  n o t  c r i t i c i z e  t h e  a p p l i c a t i o n .
I t  I s  a c c e p te d  a s  a  good a c c o u n t .  I f  h e  c r i t i c i z e s  I t ,  i t  
i s  r e j e c t e d  a s  a  b ad  l o a n .  Hence t h e  b a n k  e x a m i n e r 's  o p i n i o n  
c a r r i e s  c o n s i d e r a b l e  w e ig h t .  A d d i t i o n a l l y  s t r o n g  e m p h a s is  
I s  p l a c e d  upon c l a s s i f y i n g  a  l o a n  c o r r e c t l y  a s  e i t h e r  a  good 
o r  a  bad  lo a n  b e c a u s e  o f  t h e  h ig h  p e n a l t y  c o s t s  a s s o c i a t e d  
w i th  a n  I n c o r r e c t  c l a s s i f i c a t i o n .
C o n c lu d in g  Rem arks 
"To move y e s t e r d a y ' s  f o o t  I n t o  to d a y  means a b a n d o n in g  
some o f  y e s t e r d a y ' s  p r a c t i c e s . T h i s  I s  p e r h a p s  one o f  
t h e  m ost d i f f i c u l t  o b s t a c l e s  t o  overcom e when d o in g  a n y t h i n g  
new. Many l e n d e r s  s im p ly  r e f u s e  t o  r e l i n q u i s h  t h e  s u c c e s s  
th e y  hav e  a c h i e v e d  by u s i n g  t h e i r  e a r n e d  e x p e r i e n c e .  Y e t 
m ak ing  a  l o a n  I s  s im p ly  a n o t h e r  fo rm  o f  m aking  a  b e t .  The 
l e n d e r  I s  b e t t i n g  t h a t  h i s  ju d g m en t I s  c a p a b le  o f  d e t e r m i n ­
i n g  w h e th e r  a  b o r ro w e r  w i l l  h o n o r  h i s  o b l i g a t i o n s  o r  n o t .  
H ence , t h e  l e n d e r  n e e d s  r e l i a b l e ,  a c c u r a t e  d a t a  an d  a  sy s te m  
t h a t  w i l l  a l l o w  a  q u a n t i f i a b l e  d e c i s i o n  t o  be made on o t h e r -
^ ^ O r g le r ,  o p .  c l t . , p p .
J .  H. Roy and E. M. L e w is ,  "The C r e d i t  M a n a g e r 's  Un­
c o m f o r t a b l e  P o s t u r e , " A r t i c l e s  on C r e d i t  S c o r i n g , ( P a i r ,
I s a a c  and  C o .,  I n c . ,  March 1 9 7 4 ) ,  p Ï
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w is e  q u a l i t a t i v e  d a t a .
Mr. Roy h a s  s u g g e s t e d  t h a t  q u a l i t a t i v e  d a t a  ca n  and do 
l e a d  t o  I n c o r r e c t  d e c i s i o n s .  H ig h e r  bad  d e b t s  o c c u r  b e c a u s e  
o f  a  f a i l u r e  t o  r e a l i z e  volum e p o t e n t i a l .  H ig h e r  t h a n  n e c e s ­
s a r y  c r e d i t  i n v e s t i g a t i o n  c o s t s ,  an d  h i g h e r  th a n  n e c e s s a r y  
c o l l e c t i o n  c o s t s  may be  a l l e v i a t e d  by I n s u r i n g  t h a t  t h e  l e n d ­
e r  h a s  a  b e t t e r  g r a s p  o f  th e  o d d s  t h a t  h i s  b e t  w i l l  be  s u c ­
c e s s f u l .
P o g g e ss  s t a t e d  In  h i s  a r t i c l e  m e n t io n e d  above  t h a t  a  
c r e d i t  c o n t r o l  o r  s c o r i n g  s y s te m  w i l l  a i d  m anagem ent I n  d e ­
t e r m i n i n g  t h e  p o l i c y  t h a t  w i l l  r e a p  t h e  h i g h e s t  p r o f i t  
g iv e n  c u r r e n t  econom ic  c o n d i t i o n s .  Hence t h e  l e v e l  o f  b u s i ­
n e s s  a c c e p te d  may b e  v a r i e d  p r e c i s e l y  a s  b u s i n e s s  c o n d i t i o n s  
c h a n g e .
Y e t  u s i n g  t h e  c r e d i t  s c o r e  a s  a  managem ent t o o l  r e q u i r e s  
s t r o n g  management s u p p o r t .  N ot o n ly  m u st a l l  o f  t h e  I n d i v i d ­
u a l s  c o n c e rn e d  be In fo rm e d  o f  t h e  s y s te m ,  th e y  m u st a l s o  be  
e n c o u ra g e d  a n d  a i d e d  e v e ry  s t e p  o f  t h e  way from  Im p lem en ta ­
t i o n  t o  f i n a l  o p e r a t i o n  and  b e y o n d .  O p e r a t in g  m anagem ent 
m u st u s e  t h e  s y s te m  and s u p p o r t  I t  by  d e t e r m in i n g  t h e  r i s k  
a c c e p t a b l e  s u c h  t h a t  t h e  f i e l d  p e r s o n n e l  a r e  n o t  l e f t  w i th  a  
d e c i s i o n  t h a t  t h e y  m ig h t  be I n c a p a b l e  o f  m a k i n g . I f  man­
ag em en t d id  n o t  s u p p o r t  t h e  s y s te m ,  t h e n  t h e  way w ould b e  
p a v e d  f o r  m ore s u b j e c t i v e  a n d  q u a l i t a t i v e  d e c i s i o n s  t h u s  s e -
J .  H. Roy an d  E. M. L e w is ,  " C r e d i t  S c o r in g  a s  a  Man­
a g em en t T o o l , "  A r t i c l e s  on C r e d i t  S c o r i n g , ( P a i r ,  I s a a c  and  
C o .,  I n c . ,  March 1 9 7 4 ) ,  p .  2 2 .  -
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v e r e l y  l i m i t i n g  t h e  s y s te m  a l t o g e t h e r .
However, i n s t a l l i n g  a  c r e d i t  s c o r i n g  s y s te m  may c a u s e  
d i f f i c u l t y .  F i r s t  o f  a l l ,  p e o p l e  may be a v e r s e  t o  c h a n g in g  
t h e i r  ways t o  ev en  t r y  a  new s y s te m .  S e c o n d ly  i n s t a l l a t i o n  
c o s t s  may p r o v e  t o  b e  p r o h i b i t i v e .  F i n a l l y ,  t h e r e  m u s t  e x ­
i s t  a  s t r o n g ,  v i a b l e  c o m m u n ic a t io n s  s y s t e m , " M o t i v a t i n g  
p e o p le  t o  p r o d u c e  b e t t e r  r e s u l t s  i s  l a r g e l y  a m a t t e r  o f  mak­
in g  a d e q u a t e  e x p l a n a t i o n s . " ^ ^  Hence t h e  b u rd e n  o f  t h e  s u c ­
c e s s  o f  t h e  s y s te m  r e s t s  upon  m anagem ent.
T r a i n i n g  j u n i o r  p e r s o n n e l  s w i f t l y  h a s  b e e n  m e n t io n e d  a s  
an  a d v a n ta g e  t o  t h e  c r e d i t  s c o r i n g  s y s te m .  An i n d i v i d u a l  
can  make a  d e c i s i o n  and  th e n  c h e c k  i t  w i th  a  c r e d i t  s c o r e .  
Thus t h e  s c o r e  s e r v e s  a s  a  t o o l  a n d  n o t  j u s t  a  f i n a l  d e c i ­
s i o n .  T h i s  w i l l  t h e o r e t i c a l l y  e n a b l e  an  i n d i v i d u a l  t o  a s c e r ­
t a i n  t h e  o v e r a l l  c r e d i t  p i c t u r e  o f  a  f i r m .
I t  c a n n o t  b e  o v e r - e m p h a s iz e d  t h a t  t h e  I n f o r m a t i o n  o b t a i n ­
ed i s  e x t r e m e ly  v a l u a b l e  t o  t h e  s y s te m  i t s e l f .  One m ust e x ­
e r c i s e  e x t re m e  c a r e  i n  o b t a i n i n g  t h e  i n f o r m a t i o n  t o  make a  
d e c i s i o n  b e c a u s e  t h e  i n f o r m a t i o n  o b t a i n e d  may b e  e i t h e r  r e ­
d u n d a n t  o r  n o t  c o n d u c iv e  t o  s t a t i s t i c a l  e v a l u a t i o n . I n  
e i t h e r  c a s e ,  p r o c u re m e n t  o f  t h e  i n f o r m a t i o n  w i l l  b e  c o s t l y
ch
H. J .  H. Roy and  E. M. L e w is ,  "O vercom ing  O b s t a c l e s  i n  
U s in g  C r e d i t  S c o r in g  S y s t e m s ,"  A r t i c l e s  on C r e d i t  S c o r i n g . 
( P a i r ,  I s a a c  and  C o .,  I n c . ,  March 1 9 7 4 ) ,  p .  11,
^ ^ I b i d . .  p .  14 .
T. P r e s b y  and  S . R. S im on, " C r e d i t  S c o r in g  ca n  Save 
Money and  Im p ro v e  C r e d i t  G r a n t in g  T o o ,"  S t o r e s , V o l .  51* 
(O c to b e r  1 9 6 9 ) ,  p .  18 .
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an d  d e p l e t e  t h e  p r o f i t s  a c c r u e d .
As a  f i n a l  n o t e  i t  m ig h t  be  w o r th w h i le  t o  n o t e  t h a t  many 
l o a n s  t h a t  h a v e  b een  made w ere  n o t  a n a l y z e d  c l o s e l y  enough 
a s  d i s c u s s e d  i n  C h a p te r  I .  Y a l r  E. O r g l e r  s t a t e d  i n  h i s  a r ­
t i c l e  t h a t  l o a n  r e v ie w  r e q u i r e s  much a t t e n t i o n ,  b u t  may g e t  
v e r y  l i t t l e .  A d d i t i o n a l l y ,  l o a n  l o s s e s  te n d  t o  b e  r e l a t e d  
t o  l a c k  o f  a t t e n t i o n  a s  w e l l  a s  i n a d e q u a t e  c r e d i t  s t a n d a r d s .  
T h is  i s  s u p p o r t e d  by H; J .  H. Roy i n  h i s  a r t i c l e  "Human J u d g ­
m ent V e rsu s  C r e d i t  S c o r i n g : "
When c o m p a r is o n s  h a v e  b e e n  made f o r  e a c h  c h a r a c t e r i s t i c ,  
i t  becom es c l e a r  t h a t  i n  t h e  c u r r e n t  p r a c t i c e  o f  a c c e p t ­
in g  o r  r e j e c t i n g  a p p l i c a n t s ,  l o a n  o f f i c e r s  a r e  a t t a c h i n g  
p r e d i c t i v e  s i g n i f i c a n c e  t o  i n f o r m a t i o n  r e g a r d i n g  a p p l i ­
c a n t s  q u i t e  d i f f e r e n t  f ro m  t h e  s i g n i f i c a n c e  w a r r a n t e d  by 
s u b s e q u e n t  g o o d /b a d  e x p e r i e n c e .  The c u m u la t iv e  e f f e c t  
o f  s e v e r a l  su c h  c o m p a r i s o n s ,  t y p i c a l l y .  I s  c o n v in c in g  
e v id e n c e  t h a t  t h e  l o a n  o f f i c e r s  h av e  n o t  been  e v a l u a t i n g  
a p p l i c a n t s  a s  w e l l  a s  th e y  m ig h t  an d  t h a t  a  s c o r i n g  t a b l e  
which b u i l d s  i n  s u b s e q u e n t  e x p e r i e n c e  i s  a  u s e f u l  p r e d i c ­
t i v e  t o o l . ^
Thus i t  w ould  a p p e a r  t h a t  e x p e r i e n c e  com bined w i th  a  d y ­
nam ic c r e d i t  s c o r i n g  m odel would b e s t  p ro d u c e  a  v i a b l e  c r e d ­
i t  e v a l u a t i o n  s y s te m .  I n c lu d e d  i n  t h i s  i s  o f  c o u r s e  a  w ork­
a b l e  management i n f o r m a t i o n  s y s te m .
R e tu r n in g  t o  t h e  c r e d i t  a r e a  p r o b le m ,  t h e  m e th o d o lo g y  
and a n a l y s i s  p r o c e d u r e  w i l l  be  d i s c u s s e d  i n  C h a p te r  I I I ,  
w hereby m ethods  f o r  g a t h e r i n g  i n f o r m a t i o n  an d  p e r t i n e n t  s t a ­
t i s t i c a l  a n a l y s i s  w i l l  be o u t l i n e d .
^ ^ O r g le r ,  o p .  c i t . . p .  4 3 5 .
J .  H, Roy an d  B. D. S a n d e r s o n ,  "Human Judgm ent V e r ­
s u s  C r e d i t  S c o r i n g , " A r t i c l e s  on C r e d i t  S c o r i n g , ( P a i r ,
I s a a c  and  C o . ,  I n c . ,  March 1 9 7 ^ )•  p p . 29-30*
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CHAPTER I I I  
METHODOLOGY
D e te r m in a t io n  o f  t h e  C r e d i t  A rea  
R e c a l l  f rom  C h a p te r  I  t h a t  a  c r e d i t  a r e a  I s  d e f i n e d  by a 
s t a n d a r d i z e d  c r e d i t  p o l i c y  I n  t h a t  a r e a .  The a f o r e m e n t io n e d  
p ro b le m  o f  t h i s  s tu d y  I s  t o  d e t e r m in e  w h e th e r  su c h  a  s t a n ­
d a r d i z e d  p o l i c y  e x i s t s  I n  t h e  G r e a t  F a l l s  a r e a ,  ( t h u s  c o n ­
f i r m i n g  t h e  h y p o t h e s i s )  an d  t o  d e t e r m i n e  I f  t h i s  I s  a  b e s t  
o r  optimum p o l i c y .  I n  t h i s  c h a p t e r  t h e  m e th o d o lo g y  I n v o lv e d  
i n  d a t a  c o l l e c t i o n  and  a n a l y s i s  I n  a t t e m p t  t o  a c h i e v e  t h e  
s t i p u l a t e d  g o a l s  I n  C h a p te r  I  w i l l  b e  d i s c u s s e d .
D a ta  C o l l e c t i o n  
D a ta  w ere  c o l l e c t e d  I n  two w ays; (1 )  p e r s o n a l  I n t e r v i e w  
and  (2 )  q u e s t i o n n a i r e .  The q u e s t i o n s  a s k e d  o f  t h e  I n t e r ­
v ie w e e s  and  a  copy o f  t h e  q u e s t i o n n a i r e  t h a t  was d i s t r i b u t e d  
a p p e a r  i n  A p p e n d ic e s  I  a n d  I I  r e s p e c t i v e l y .  The f i r m s  t h a t  
p a r t i c i p a t e d  I n  t h e  p r o j e c t  a r e  l i s t e d  i n  A ppendix  I I I .
The b u s i n e s s  ty p e  and  s i z e  a r e  n o t  c o n s i d e r e d  I m p o r t a n t  
f o r  t h e  u l t i m a t e  r e s u l t s .  The b a s i c  r e q u i r e m e n t  was t h a t  
t h e  f i r m  o b v io u s ly  e x te n d  c r e d i t  i n  some f a s h i o n .  The f i r m s  
t h a t  w ere I n te r v i e w e d  fo rm ed  f o u r  b a s i c  c a t e g o r i e s  w hich  i n ­
c lu d e d  b a n k s ,  c r e d i t  u n io n s ,  r e t a i l  s t o r e s  and lo a n  a g e n c i e s .  
F i n a l l y ,  consum er l o a n s  w ere  t h e  m a in  t y p e s  and t h e s e  r e c e i v -
40
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ed th e  g r e a t e s t  c o n c e n t r a t i o n  a l th o u g h  com m ercial and r e a l  
e s t a t e  lo a n s  were e n c o u n te re d .  I t  c an  be assumed th e n  t h a t  
t h e  e n su in g  r e s u l t s  w i l l  be p r i m a r i l y  co nce rned  w i th  a  con­
sumer l o a n .
In  c o n d u c t in g  th e  I n te r v ie w ,  th e  same fo rm a t  was u se d  In  
a l l  c a s e s  b e g in n in g  w ith  an  i n t r o d u c t i o n  and  e x p la n a t io n  o f  
th e  p u rp o se s  o f th e  p r o j e c t ,  t h e  i n t e r v i e w  q u e s t i o n s ,  and 
p r e s e n t a t i o n  o f th e  q u e s t i o n n a i r e .  So a s  n o t  t o  consume a 
g r e a t  amount o f  an  i n t e r v i e w e e ' s  t im e ,  a  maximum o f  a p p r o x i ­
m a te ly  t h i r t y  m in u te s  was a l l o t t e d  f o r  e a c h .  I t  was f e l t  
t h a t  an I n t e r v i e w  encom passing  a s m a l l  amount o f t im e  would 
le n d  I t s e l f  t o  a c h ie v in g  more a c c u r a t e  r e s u l t s .
The i n t e r v i e w  was In te n d e d  t o  d e te rm in e  g e n e r a l  f a c t s  
c o n c e rn in g  an  I n s t i t u t i o n ' s  o p e r a t io n s  and p o l i c i e s .  By p r e ­
s e n t in g  each  lo a n  o f f i c e r  w i th  a  g e n e r a l  s e t  o f  q u e s t i o n s ,  
an  i n t u i t i v e  p i c t u r e  o f  th e  a r e a  a s  w e l l  a s  o v e r a l l  manage­
ment p r a c t i c e s  would h o p e f u l ly  p r e s e n t  th e m se lv e s .
B a s i c a l l y  t h e  q u e s t i o n s  a sk ed  In  each  in t e r v i e w  were d i ­
r e c t e d  to w a rd s  f o u r  b road  a r e a s  t o  i n c lu d e  management p r a c ­
t i c e s  and o r g a n i z a t i o n ,  c r e d i t  p o l i c i e s ,  human r e l a t i o n s ,  
and c r e d i t  s i z e .  With r e s p e c t  t o  management and o r g a n i z a ­
t i o n ,  each  lo a n  o f f i c e r  was a sk ed  to  e v a l u a t e  c u r r e n t  manage­
ment p r a c t i c e s  and e f f e c t s .  These q u e s t io n s  and t h e i r  r e ­
l a t e d  d i s c u s s i o n s  were in te n d e d  t o  a i d  i n  a c h ie v in g  th e  " i n ­
t a n g i b l e "  g o a l s  m en tioned  In  C h a p te r  I .  The c r e d i t  p o l i c y  
c a te g o r y  I s  s e l f - e x p l a n a t o r y  i n  t h a t  th e  q u e s t io n s  c o n ce rn
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th e m s e lv e s  w i th  t h e  m anner i n  w h ich  each  f i r m  w ould e x te n d  
c r e d i t  t o  a  c u s to m e r .  Human r e l a t i o n s  h a s  a  b e a r i n g  upon  an  
i n s t i t u t i o n ' s  con su m erism  a n d  g e n e r a l  m a r k e t in g  o u t l o o k .  
F i n a l l y ,  c r e d i t  s i z e  a t t e m p t s  t o  a i d  i n  c o m p ar in g  e a c h  f i r m  
i n  o r d e r  t o  d e t e r m in e  a  r o u g h  e s t i m a t e  o f  t h e  am ount o f  c r e d ­
i t  e x te n d e d  i n  t h e  a r e a .  One m ig h t  q u i t e  r e a s o n a b l y  e x p e c t  
a  good d e g r e e  o f  i n t e r r e l a t i o n s h i p  among t h e s e  f o u r  a r e a s .
The C o n t r o l  Model
E s s e n t i a l l y  t h e  q u a n t i t a t i v e  ( q u e s t i o n n a i r e  r e s u l t s )  
p o r t i o n  o f  t h e  p r o j e c t  was i n t e n d e d  t o  s e r v e  a s  a  c o m p a r a to r  
a g a i n s t  w hich t h e  q u a l i t a t i v e  ( i n t e r v i e w  r e s u l t s )  p o r t i o n  
m ig h t  be  m e a s u re d .  Thus t h e  c o n t r o l  w ould be t h e  w e ig h te d  
o p in io n s  o f  t h e  v a r i o u s  c r e d i t  m a n a g e rs  and  l o a n  o f f i c e r s .  
T h e i r  e x p e r i e n c e  i n  e f f e c t  w ou ld  be  p o o le d  and a p p l i e d  t o  a  
n a i v e  c r e d i t  s c o r i n g  s y s te m .  T h i s  i n  t u r n  was a p p l i e d  t o  a  
s p e c i f i c  I n d i v i d u a l  and was u s e d  t o  com pare a g a i n s t  t h e  g e n ­
e r a l  f i n d i n g s  o b t a i n e d  f ro m  t h e  i n t e r v i e w s .
In  o r d e r  t o  o b t a i n  a n  " e x p e r i e n c e  p o o l , " a  m odel was 
fo rm ed  b a s e d  upon  t h e  5C*s o f  c r e d i t .  The r e s u l t  was a  
s h o r t  q u e s t i o n n a i r e  a s  shown i n  A p p en d ix  I I .  A lth o u g h  t h e  
g r o u p in g  i s  s u b j e c t i v e .  F i g u r e  I I I  d e p i c t s  t h e  c l a s s i f i c a ­
t i o n  o f  t h e  c h a r a c t e r i s t i c s  i n  e a c h  c a t e g o r y .  T h e re  i s  some 
o v e r l a p  i n  t h e  v a r i o u s  c a t e g o r i e s  b u t  t h i s  i s  t o  be  e x p e c t ­
e d .  F o r  ex am p le ,  c o n d i t i o n s  may v e r y  w e l l  a p p ly  t o  e v e r y  
c h a r a c t e r i s t i c .  And. d e p e n d in g  upon  t h e  ty p e  o f  l o a n  i n  
q u e s t i o n ,  d i f f e r e n t  c h a r a c t e r i s t i c s  may be a d d ed  t o  t h e  v a r -
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io u s  c a t e g o r i c a l  h e a d in g s  a s  w e l l .
As a  f i n a l  t h o u g h t  c o n c e r n in g  t h e  i n t e r r e l a t i o n s h i p s  o f  
t h e  c h a r a c t e r i s t i c s ,  one m ig h t  c o n s i d e r  f o rm in g  a  h y p o t h e t i ­
c a l  a n a l y t i c  m odel ( n o t  t o  be c o n fu s e d  w i t h  t h e  c o n t r o l  mod­
e l  m en t io n e d  a b o v e )  a s  f o l l o w s :
n 5
w here Cg = C r e d i t  t o  b e  e x te n d e d
= w e ig h t  c o e f f i c i e n t s  a p p l i c a b l e  t o  p a r t i c u l a r  
f i r m ' s  p o l i c y  (1 -  1. 2 , 3 . • • . .  n )
Cj = t h e  5 C 's  o f  c r e d i t  c a t e g o r i e s  ( j  = 1 , 2 , . , 
. .  5)
Such a m odel would i n c o r p o r a t e  n o t  o n ly  e a c h  o f  t h e  c a t e g o r ­
i e s  p e r t i n e n t  t o  r i s k  an d  c r e d i t  e v a l u a t i o n ,  b u t  a l s o  any  
c o m b in a t io n  o f  them . T h is  a p p r o a c h ,  h o w e v e r ,  e x c e e d s  t h e  
l i m i t a t i o n s  o f  t h i s  p a p e r ,  b u t  m ig h t  b e  c o n s id e r e d  f o r  f u ­
t u r e  work.
In  o r d e r  t o  a p p ly  t h e  c o n t r o l  m odel t o  a s p e c i f i c  c a s e  
i t  i s  n e c e s s a r y  t o  e s t a b l i s h  a  w e ig h t  f o r  each  c h a r a c t e r i s ­
t i c  i n  g e n e r a l  ( t h i s  w i l l  be  t h e  p o o le d  o p i n i o n s  o f  t h e  i n ­
d i v i d u a l s  i n t e r v i e w e d )  and t o  e s t a b l i s h  a  s p e c i f i c  c h a r a c t e r ­
i s t i c  c o e f f i c i e n t .  T h is  w i l l  be  d e t e r m in e d  by a  c o m p o s i te  
o f  some o f  t h e  i n s t i t u t i o n s  i n  G r e a t  P a l l s  t h a t  u s e  c r e d i t  
s c o r i n g  a s  a p o l i c y  o r  g u id e  i n  t h e i r  c r e d i t  e v a l u a t i o n  p r o ­
c e s s .  T h ese  s p e c i f i c  c h a r a c t e r i s t i c s  a r e  i n  f a c t  t h e  n a i v e  
c r e d i t  s c o r e  m e n t io n e d  p r e v i o u s l y .  To u s e  t h e  m odel,  t h e
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
45
w e ig h t  was m u l t i p l i e d  by t h e  c o e f f i c i e n t  f o r  each  c u s to m e r  
c h a r a c t e r i s t i c .  T h ese  s c o r e s  w ere  summed f o r  a  f i n a l  s c o r e .  
The a c t u a l  m ethod i s  d e m o n s t r a t e d  i n  t h e  n e x t  c h a p t e r .
D a ta  A n a l y s i s  
The q u a l i t a t i v e  d a t a  a s  d e t e r m in e d  by  th e  i n t e r v i e w  
w ere  c o m p ile d  and c o n s o l i d a t e d  by  t h e  q u e s t i o n s  a sk e d  i n  
t h e  i n t e r v i e w .  M a t e r i a l  t h a t  was o b t a i n e d  from t h e  v a r i o u s  
f i r m s  was d i s c u s s e d  a s  i t  p e r t a i n e d  t o  a  g iv e n  q u e s t i o n  s u b ­
j e c t .  T h i s  m a t e r i a l  i n c lu d e d  l o a n  a p p l i c a t i o n s  and i n f o r m a ­
t i o n  f ro m  l o a n  o f f i c e r s ’ p e r s o n a l  f i l e s .
Q u a n t i t a t i v e l y ,  t h e  r e s u l t s  w ere  shown i n  t a b u l a r  fo rm  
a lo n g  w i t h  t h e i r  s p e c i f i c  s t a t i s t i c a l  m e a s u re s .  E s s e n t i a l l y  
e a c h  s c o r e  f o r  each  c h a r a c t e r i s t i c  was t o t a l l e d  and a  mean 
c a l c u l a t e d .  T h is  y i e l d e d  t h e  c h a r a c t e r i s t i c  w e ig h t .  T h i s  
w e ig h t  was c o u p le d  w i th  t h e  s p e c i f i c  c h a r a c t e r i s t i c  c o e f f i ­
c i e n t s  a s  m e n t io n e d  ab o v e ,  t o  d e t e r m in e  f i n a l  s c o r e s .
The r e s u l t s  o f  t h e  p r o j e c t  w ere  d i s c u s s e d  i n  l i g h t  o f  
t h e i r  r e l e v a n c e  t o  t h e  c r e d i t  a r e a  and optimum p o l i c y .  Con­
c l u s i o n s  and re c o m m e n d a t io n s  w ere  p r e s e n t e d  a lo n g  w i th  t h e  
o v e r a l l  s u c c e s s  o f  t h e  f i n d i n g s  and s a t i s f a c t i o n  o f  t h e  
i n i t i a l  g o a l s .  The d a t a  r e s u l t s  a r e  t h e  s u b j e c t  o f  t h e  
n e x t  c h a p t e r .
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CHAPTER IV 
ANALYSIS
D a ta  C o l l e c t i o n  
The r e s u l t s  o f  t h e  d a t a  c o l l e c t i o n ,  a s  d e te r m in e d  from  
t h e  i n t e r v i e w s  and q u e s t i o n n a i r e s ,  a r e  d i s c u s s e d  i n  t h i s  
c h a p t e r .  I n  g e n e r a l ,  t h e  c h a p t e r  i s  d i v i d e d  i n t o  t h r e e ,  
a r e a s ;  ( 1 )  q u a l i t a t i v e  r e s u l t s ,  ( 2 )  q u a n t i t a t i v e  r e s u l t s ,  
and ( 3 )  a p p l i c a t i o n  o f  t h e  m odel t o  a  s p e c i f i c  c a s e .  The 
q u a l i t a t i v e  r e s u l t s  a r e  p a t t e r n e d  a f t e r  t h e  q u e s t i o n s  i n  t h e  
i n t e r v i e w  w i t h  t h e  r e s u l t s  g ro u p e d  t o g e t h e r  a s  a v e r a g e s  when 
p o s s i b l e .  Q u a n t i t a t i v e l y ,  t h e  f i n a l  r e s u l t s  o f  t h e  p o o le d  
o p i n i o n s  a r e  s t a t e d  a s  t h e  w e i g h t s  f o r  e a c h  p a r t i c u l a r  c h a r ­
a c t e r i s t i c  a lo n g  w i t h  a n  a n a l y s i s  o f  t h e s e  c h a r a c t e r i s t i c s  
fo u n d  on  t h e  v a r i o u s  a p p l i c a t i o n  f o rm s .  F i n a l l y  t h e  c r e d i t  
s c o r i n g  s y s te m  ( s p e c i f i c  c h a r a c t e r i s t i c  c o e f f i c i e n t s )  i s  
e x p l a i n e d  and a p p l i e d  t o  a  p a r t i c u l a r  c r e d i t  a p p l i c a n t .
<Q
Q u a l i t a t i v e  R e s u l t s ^
I n  d i s c u s s i n g  t h e  q u a l i t a t i v e  r e s u l t s ,  t h e  f o u r  c a t e ­
g o r i e s  o f  c r e d i t  s i z e ,  c r e d i t  p o l i c y ,  m anagem ent, and human 
r e l a t i o n s  a r e  u s e d  t o  o r g a n i z e  t h e  f i n d i n g s  a s  m e n t io n e d  i n  
C h a p te r  I I I .
^^The m a t e r i a l  c o n t a i n e d  h e r e i n  i s  b a s e d  upon  i n t e r v i e w  
and q u e s t i o n n a i r e  r e s u l t s  w i th  t h e  2 ?  f i r m s  l i s t e d  i n
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C r e d i t  S i z e
As t o  t h e  c r e d i t  s i z e  o f  t h e  v a r i o u s  i n s t i t u t i o n s ,  6 ?  p e r ­
c e n t  o f  t h o s e  i n t e r v i e w e d  had  e s t a b l i s h e d  b r a n c h e s  o f  a f f i l i ­
a t e s  e l s e w h e r e  i n  e i t h e r  t h e  s t a t e  o r  t h e  c o u n t r y ,  d e m o n s t r a t i n g  
d i v e r s i f i e d ,  d e c e n t r a l i z e d  o r g a n i z a t i o n a l  fram ew ork  o f  t h e  
m a j o r i t y  o f  t h e  c r e d i t  f i r m s  i n  t h e  G r e a t  P a l l s  a r e a .  I n  
59 p e r c e n t  o f  t h e  f i r m s  t h a t  w ere  a b l e  t o  e s t i m a t e  t h e  amount 
o f  c r e d i t  e x te n d e d ,  t h e  r a n g e  was f ro m  $8 th o u s a n d  t o  $65 m i l ­
l i o n  on an  a v e r a g e  m o n th ly  b a s i s .  W ith  su c h  a  w id e  r a n g e  ( t h e  
h ig h  end te n d e d  t o  sw ing  t h e  mean e x t r e m e ly  h ig h  a s  m ig h t  be  
e x p e c t e d ) ,  a  m e d ia n  o f  $108 th o u s a n d  was fo u n d  t o  b e  a  t y p i c a l  
amount o f  c r e d i t  e x te n d e d  by  a  g i v e n  f i r m .  A s i m i l a r  r a n g e  
was fou n d  to  e x i s t  f o r  t h e  am ount o f  r e c e i v a b l e s  owed t o  any  
g iv e n  f i r m  i n  a  m onth . The r a n g e  i n  t h i s  c a s e  e x te n d e d  from  
$10 th o u s a n d  to  $60 m i l l i o n .  However w i th  r e c e i v a b l e s ,  t h e  
m u l t i m i l l i o n  d o l l a r  c a t e g o r y  w as more h e a v i l y  w e ig h te d .  The 
f i g u r e s  g iv e n  a c c o u n te d  f o r  70 p e r c e n t  o f  a l l  o f  t h e  f i r m s  
q u e s t i o n e d  w i t h  a  m ed ian  r e c e i v a b l e s  v a l u e  o f  a p p r o x i m a te ly  
$600 th o u s a n d  f o r  a  g iv e n  f i r m .  A g a in ,  t h e s e  f i g u r e s  w ere  
f o r  a  m o n th ly  b a s i s .
Of t h o s e  f i r m s  t h a t  d id  n o t  g i v e  an  an sw er  f o r  e i t h e r  
o f  t h e  two q u e s t i o n s  c o n c e r n i n g  e i t h e r  c r e d i t  e x t e n s i o n  o r  
r e c e i v a b l e s ,  t h e  m ain  r e a s o n s  w ere  t h a t  t h e  c r e d i t  m a n a g e rs  
e i t h e r  had  no i d e a  s i n c e  r e c e i v a b l e s  and l o a n s  v a r i e d  e x ­
t r e m e ly  from  m onth t o  m onth , o r  t h e  c r e d i t  r e c o r d s  w e re  a t
A ppend ix  I I I .  D a ta  A n a l y s i s  and c a l c u l a t i o n s  f o r  t h e  " t y p i ­
c a l ” f i r m  a r e  c o n t a i n e d  i n  A p p e n d ix  V.
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some o t h e r  c e n t r a l  l o c a t i o n  and t h e  l o c a l  f i r m  d id  n o t  h a n ­
d l e  t h e s e  p a r t i c u l a r  s t a t i s t i c s .  I n  o n ly  two c a s e s  d id  t h e  
m a n a g e rs  r e f u s e  t o  comment u p o n  t h e s e  f i g u r e s .
A f i n a l  f a c t o r  o f  c r e d i t  s i z e  was t h e  amount o f  a p p l i c a ­
t i o n s  r e c e i v e d  and o f  t h o s e  t h e  am ount r e j e c t e d .  A p p l i c a n t s  
r a n g e d  from  f o u r  t o  one th o u s a n d  m o n th ly  w i t h  a  r e j e c t i o n  
r a n g e  o f  3*3 p e r c e n t  t o  80 p e r c e n t  w h ic h  shows a  c o n s i d e r a b l e  
v a r i a t i o n  t h a t  was a t t r i b u t a b l e  t o  t h e  t y p e  o f  f i r m ,  t y p e  o f  
lo a n  r e q u i r e d ,  c l i e n t e l e  c h a r a c t e r i s t i c s  and so on . Only 
6?  p e r c e n t  o f  t h o s e  f i r m s  i n t e r v i e w e d  c o u ld  d e te r m in e  r o u g h ly  
how many a p p l i c a n t s  a p p l i e d .  Some o f  t h e  f i r m s  had no i d e a  
o f  e i t h e r  how many a p p l i c a n t s  t h e y  r e c e i v e d  o r  t h e  r e j e c t i o n  
r a t e .  A p p r o x im a te ly  t h r e e  f i r m s  p r o f e s s e d  no k n o w led g e  o f  
e i t h e r  o f  t h e  s t a t i s t i c s .
T hus ,  t h e  s i z e  o f  a  t y p i c a l  f i r m  w h ic h  e x t e n d s  c r e d i t  
i n  t h e  G r e a t  F a l l s  a r e a  i s  one  w h ich  e x t e n d s  r o u g h ly  $108 
th o u s a n d  p e r  m onth i n  c r e d i t ,  h a s  a n  a c c o u n t s  r e c e i v a b l e  
i n v e n t o r y  o f  $ 6 0 0  t h o u s a n d  p e r  m o n th ,  r e c e i v e s  a b o u t  70 
a p p l i c a t i o n s  p e r  m onth  and m a i n t a i n s  r o u g h l y  a  29 p e r c e n t  
r e j e c t i o n  r a t e .
C r e d i t  P o l i c y
C r e d i t  p o l i c y  r e f e r s  t o  t h e  m an n er  i n  w h ich  a  f i r m  e x ­
t e n d s  c r e d i t .  The f i r s t  d e t e r m i n a t i o n  made was w h e th e r  an  
o r g a n i z a t i o n  a p p l i e d  o r  u se d  a  c r e d i t  s c o r i n g  t e c h n i q u e  i n  
i t s  c r e d i t  g r a n t i n g  p r o c e s s .  Of t h e  f i r m s  a s k e d ,  ?0  p e r c e n t  
d id  n o t  u s e  c r e d i t  s c o r i n g .  The p r e f e r e n c e  was t h e  e x p e r i e n c e  
o f  t h e  l o a n  o f f i c e r  o r  c r e d i t  m an ag er  c o u p le d  w i th  t h e i r  own
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I n t u i t i v e  f e e l i n g s  a b o u t  t h e  a p p l i c a n t .  Of t h o s e  who s t a t e d  
e x p e r i e n c e  a s  t h e i r  m e th o d s  f o r  g r a n t i n g  c r e d i t ,  s e v e r a l  v a r ­
i a b l e s  w ere c i t e d  a s  " t o o l s  o f  t h e  t r a d e s "  c h a r a c t e r i s t i c s  
o f  t h e  a p p l i c a n t  s t a t e d  on t h e  l o a n  a p p l i c a t i o n ,  c h a r a c t e r  
o f  t h e  a p p l i c a n t  ( r e p a y a b i l i t y ) ,  t h e  "C *s"  o f  c r e d i t ,  know­
le d g e  o f  t h e  c l a s s e s  o f  p e o p l e  i n  g e n e r a l ,  p u r p o s e  o f  t h e  
lo a n ,  an d  p e r s o n a l  c o n t a c t .
C u r r e n t  p o l i c y  an d  e x p e r i e n c e  w ere  t h e  p r im e  f a c t o r s  
f o r  e i t h e r  m ethod  o f  c r e d i t  g r a n t i n g .  I n  a  few  c a s e s  t h e  
c r e d i t  m an ag ers  o r  l o a n  o f f i c e r s  c o u ld  g i v e  no v a l i d  r e a s o n s  
f o r  u s in g  t h a t  p a r t i c u l a r  m ethod o t h e r  t h a n  t r a d i t i o n .  The 
human e le m e n t  was i m p o r t a n t  i n  t h e  e x p e r i e n c e  m eans o f  c r e d ­
i t  e x t e n s i o n  and num erous  i n d i v i d u a l s  s t a t e d  t h a t  a  c r e d i t  
s c o r i n g  t e c h n iq u e  would e l i m i n a t e  t h i s  v a l u a b l e  a t t r i b u t e .
The c r e d i t  s c o r i n g  f a c t i o n  on t h e  o t h e r  hand s u p p o r t e d  
i t s  p o l i c y ' s  e x i s t e n c e  by i n s i s t i n g  t h a t  i t  was more a d v a n ­
ta g e o u s  I n  s t a n d a r d i z a t i o n ,  c o n t r o l ,  a p p l i c a n t  q u a l i f i c a t i o n ,  
an d  a l l o w i n g  more i n e x p e r i e n c e d  p e r s o n n e l  t o  g r a n t  o r  r e j e c t  
c r e d i t .
W ith r e s p e c t  t o  i n v e s t i g a t i o n ,  a l l  b u t  one o f  t h e  f i r m s  
q u e s t i o n e d  made u s e  o f  c r e d i t  b u re a u  r e p o r t s .  The one e x c e p ­
t i o n  v e r y  r a r e l y  u se d  a n y  fo rm  o f  i n v e s t i g a t i o n  due t o  t h e  
c l i e n t e l e  a s s o c i a t e d  w i t h  i t  an d  t h e  e x t r e m e ly  low  d e l i n ­
quency  o r  d e f a u l t  r a t e .  T h is  one p a r t i c u l a r  ag e n c y  c la im e d  
no d e f a u l t s  t h i s  y e a r  (1975)*  The c r e d i t  b u re a u  r e p o r t s  a r e  
n o rm a l ly  su p p le m e n te d  w i th  t h e  f o l l o w i n g  i n f o r m a t i o n :  s p o t
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c h e c k s  ( i f  c r e d i t  r e p o r t s  a r e  more t h a n  a  y e a r  o l d ) ,  r e p o r t s  
from  r e f e r e n c e s  l i s t e d  on t h e  a p p l i c a t i o n ,  and em p lo y e r  
re c o m m e n d a t io n s  and jo b  v e r i f i c a t i o n .  Some m a n a g e rs  a l s o  
s t i p u l a t e  t h a t  o b s e r v a t i o n  and d i r e c t  c h e c k  o f  t h e  a p p l i c a ­
t i o n  by  i n - h o u s e  p e r s o n n e l  was i n  many c a s e s  a l l  t h a t  was 
r e q u i r e d  w i t h  c r e d i t  b u re a u  r e p o r t s  u t i l i z e d  o n ly  a s  n e c e s ­
s a r y  ( t h e s e  r e p o r t s  w ere  deemed n e c e s s a r y  f o r  new a c c o u n t s ) .
When q u e r i e d  a b o u t  t h e  m o s t  i m p o r t a n t  i n f o r m a t i o n  t h a t  
co u ld  b e  r e c e i v e d  on an a p p l i c a n t ,  t h e  m an a g e rs  r e p l i e d  t h a t  
c h a r a c t e r  and c a p a c i t y  w ere  by f a r  t h e  m o s t  r e l e v a n t .  C a p i ­
t a l  c o n s i d e r a t i o n s  w ere  n e x t  i n  im p o r t a n c e  f o l lo w e d  by  c o l ­
l a t e r a l .  U n d e r ly in g  a l l  o f  t h e  ab o v e  f o u r  c a t e g o r i e s  was o f  
c o u r s e  t h e  f i f t h  "C*s" c o n d i t i o n s .  A b i l i t y  to  pay  was f r e ­
q u e n t l y  c i t e d  a s  t h a t  p o r t i o n  o f  c a p a c i t y  t h a t  was s u p p o r t ­
i v e  i n  d e c i s i o n  m ak in g . The v a r i o u s  l o a n  o f f i c e r s  s t a t e d  t h a t  
t h e  c u r r e n t  economy a lo n g  w i t h  an  i n d i v i d u a l ' s  c r e d i t  r e c o r d  
added u p  t o  a  l a r g e  p o r t i o n  o f  a b i l i t y  t o  p ay .
M ost i n d i v i d u a l s  q u e s t i o n e d  fo u n d  i t  e x c e e d i n g l y  d i f f i ­
c u l t  t o  p i n p o i n t  a  s p e c i f i c  p i e c e  o f  i n f o r m a t i o n  t h a t  would 
be t h e  m o s t  i m p o r t a n t  and r e n d e r e d  a  f a r  r e a c h i n g  a n s w e r ,  
" a b i l i t y  to  p a y . "  Some s p e c i f i c s  w e re  s t a t e d  s u c h  a s  own o r  
r e n t ,  l e n g t h  o f  t im e  on t h e  j o b ,  p e r s o n a l  c o n t a c t ,  c a s h  f lo w  
and h o n e s ty .  A l l  o f  t h e s e  v a r i o u s  c h a r a c t e r i s t i c s  c a n  b e  
f i t t e d  t o  a  s p e c i f i c  " C ,"  b u t  i n  g e n e r a l  t h e i r  f r e q u e n c y  o f  
o c c u r r e n c e  was s m a l l .
The n o rm a l  paym ent p e r i o d  en co m p assed  a  r a n g e  o f  20 t o
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120 m onths a n d  30 t o  90  d ay s  d e p e n d e n t  upon t h e  t y p e  a n d  a -  
m ount o f  t h e  l o a n .  N e a r ly  a l l  w ere  p a i d  on a  m o n th ly  b a s i s  
w i th  a  s m a l l  e x c e p t i o n  o f  one  o r  two w hich  c o u ld  e x t e n d  t o  
^5 d a y s .  I n  d i s c u s s i n g  a  s p e c i f i c  co m m e rc ia l  l o a n ,  a n n u a l  
p aym en ts  a r e  n o t  uncommon. On t h e  a v e r a g e  m ost f i r m s  e x p e c t ­
ed t h a t  a  co n su m er w ould make h i s  paym ent d u r i n g  a  s p e c i f i c  
t im e  d u r in g  t h e  m onth p l u s  a  v a r i a b l e  g r a c e  p e r i o d .  I f  no 
paym ent w ere r e c e i v e d  i n  f i v e  d a y s ,  many o f  t h e  f i r m s  would 
s e n d  a  r e m in d e r  i n  t h e  m a i l .  The t im e  l a p s e  f o r  a  l a t e  r e ­
m in d e r  v a r i e d ,  b u t  an y  t im e  b e tw e e n  5 and JO d a y s  was m o st 
common. The l o n g e s t  t im e  a  f i r m  w ould w a i t  was two m o n th s .
Most f i r m s  m a i n t a i n e d  a n  e x t r e m e ly  f l e x i b l e  p o l i c y  o f  
h a n d l in g  a c c o u n t s  i n  a r r e a r s .  T h e i r  f i r s t  c o n t a c t  was n o r ­
m a l ly  i n  t h e  fo rm  o f  a  l a t e  paym ent r e m in d e r  f o l l o w e d  i n  
many c a s e s  by a  b i t  s t r o n g e r  n o t e .  A phone c a l l  s u b s e q u e n t ­
l y  fo l lo w e d  by p e r s o n a l  c o n t a c t  e v e n t u a l l y  o c c u r r e d .  L e g a l  
a c t i o n ,  c o l l e c t i o n  a g e n c i e s ,  f o r e c l o s u r e s  and  s o  on  w ere  
u s e d  f o r  t h e  m o s t  p a r t  a s  a n  e x t r e m e  l a s t  r e s o r t .  M ost man­
a g e r s  p r e f e r r e d  t o  t a l k  t o  e a c h  a p p l i c a n t  p e r s o n a l l y  t o  a t ­
te m p t  t o  d e t e r m in e  t h e  c a u s e  o f  t h e  p ro b le m  o r  p r o b le m s .  
F r e q u e n t ly  a n  a p p l i c a n t  r e c e i v e d  a  l o a n  on th e  f i r s t  o f  t h e  
month an d  e n c o u n te r e d  t r o u b l e s  n o t  f o r e s e e n  by any  e v id e n c e  
on th e  a p p l i c a t i o n ,  c r e d i t  r e c o r d s ,  t h e  c r e d i t  m a n a g e r ’ s  o -  
p i n i o n  o r  t h e  a p p l i c a n t ' s  k n o w le d g e .  I t  w ould b e  u n f a i r  t o  
deny  an i n d i v i d u a l  c r e d i t  on t h e  b a s i s  t h a t  he may e x p e r i e n c e  
some t r a n s i e n t  p ro b le m  o r  p r o b le m s .  Most l o a n  o f f i c e r s  made
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e v e r y  e f f o r t  t o  d e te r m in e  t h e  c o n d i t i o n s  s u r r o u n d i n g  t h e  
u n p a id  a c c o u n t  and a t t e m p te d  t o  work o u t  t h e  p ro b le m s  w i th  
t h e  i n d i v i d u a l .  I n  t h e  lo n g  r u n ,  i t  made more s e n s e  t o  s a l ­
v a g e  t h e  am ount ev en  th o u g h  i t  to o k  m ore t im e  t o  o b t a i n  p a y ­
m e n t ,  r a t h e r  t h a n  t o  s im p ly  c h a r g e  i t  o f f .
O v e r a l l ,  55 p e r c e n t  o f  t h e  i n d i v i d u a l s  i n t e r v i e w e d  d id  
n o t  t h i n k  t h a t  t h e  g e o g r a p h ic  l o c a t i o n  ( i . e .  G r e a t  F a l l s )  had 
any  a f f e c t  upo n  t h e i r  p o l i c y .  The o t h e r s  who d id  f e e l  t h a t  
t h e  l o c a t i o n  a f f e c t e d  c r e d i t  p o l i c y  p o i n t e d  to  t h e  t y p e  o f  
i n d u s t r y  i n  t h e  a r e a  ( p r i m a r i l y  a g r i c u l t u r a l )  and t h e  A i r  
F o r c e  B ase  a s  p r im e  f a c t o r s  c a u s i n g  t h e i r  p o l i c y  t o  be  a f f e c ­
t e d  i n  some way.
I n  summary, t h e  c r e d i t  p o l i c y  o f  a  t y p i c a l  G r e a t  F a l l s  
f i r m  was t o  g r a n t  c r e d i t  b a s e d  u p o n  t h e  e x p e r i e n c e  o f  th e  
l o a n  o f f i c e r  and t h e  g e n e r a l  c h a r a c t e r  and c a p a c i t y  o f  t h e  
a p p l i c a n t .  To back  up  t h e  i n t u i t i v e  d e c i s i o n ,  c r e d i t  b u r e a u  
r e p o r t s ,  s p o t  c h e c k s  and jo b  v e r i f i c a t i o n  w ere u s e d .  P ay ­
m ent p e r i o d s  w ere  on t h e  a v e r a g e  a b o u t  36  m on ths  l o n g  w i th  
p a y m e n ts  due  m o n th ly .  The f i r m  m a i n t a i n e d  a  f l e x i b l e  p o l i c y  
o f  w o rk in g  w i t h  t h e  c u s to m e r  t o  s o l v e  any p ro b le m s  w h ich  o c ­
c u r r e d  w i t h i n  t h e  paym ent p e r i o d  and d id  n o t  u s e  l e g a l  mea­
s u r e s  o t h e r  t h a n  a  l a s t  r e s o r t .  F i n a l l y ,  w i th  r e s p e c t  t o  
t h e  a r e a ,  t h e  m a j o r i t y  o f  m a n a g e r s  and l o a n  o f f i c e r s  f e l t  
t h a t  i t  d id  n o t  a f f e c t  t h e i r  c r e d i t  p o l i c i e s .
M anagement
M anagement p r a c t i c e s  w ere  v a r i e d  and w ere  d e p e n d e n t
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upon  t h e  f i r m  a s  m ig h t  be e x p e c t e d .  The c r e d i t  m a n a g e rs  and 
l o a n  o f f i c e r s  i n  ?0  p e r c e n t  o f  t h e  c a s e s  d id  n o t  h a v e  much 
v o i c e  i n  d e t e r m in i n g  c r e d i t  p o l i c y .  The m a j o r i t y  o f  t h i s  
70  p e r c e n t  may make s u g g e s t i o n s  and re c o m m e n d a t io n s  t o  a  com­
m i t t e e  o r  b o a rd  to  go b e f o r e  s e n i o r  m anagem ent. Of t h e  30 p e r ­
c e n t  t h a t  was a l lo w e d  t o  make c h a n g e s  and d i c t a t e  t h e  p o l i c y ,  
f o u r  o f  t h e  c o m p an ie s  w ere  home-owned w h i l e  t h e  o t h e r  f o u r  
w ere  s e n i o r  c r e d i t  m an ag e rs  o r  v i c e - p r e s i d e n t s  i n  a  b a n k in g  
o r g a n i z a t i o n .  B u t ev en  i n  t h e  l a t t e r  c a s e ,  s e n i o r  m anagem ent 
m u s t  a p p ro v e  t h e i r  c h o i c e s  and d e c i s i o n s .
Management i n f o r m a t i o n  s y s te m s  w ere  u se d  i n  one form  o r  
a n o t h e r  i n  a b o u t  56  p e r c e n t  o f  a l l  f i r m s  q u e r i e d .  A l l  b u t  
one th o u g h t  t h a t  t h e  em p lo y e e s  v iew ed  t h e  c o m p u te r  a s  a  n e c e s ­
s i t y  r a t h e r  t h a n  a  t h r e a t .  The s m a l l  f i r m s  t h a t  h a v e  o n ly  a  
G r e a t  F a l l s  e s t a b l i s h m e n t  i n  m o st c a s e s  d id  n o t  n eed  a  com­
p u t e r  t o  f i l e  t h e i r  d a t a .  The key  t o  w h e th e r  o r  n o t  a  com­
p u t e r  was n eed ed  a p p e a re d  t o  h a v e  b e e n  vo lum e. I t  was 
i n t e r e s t i n g  t o  n o t e  t h a t  i n  t h e  f i r m s  t h a t  u sed  a  m anagem ent 
i n f o r m a t i o n  sy s te m  i n  t h e  fo rm  o f  a  c o m p u te r ,  many d id  n o t  
u s e  i t  f o r  l o a n  o r  c r e d i t  e x t e n s i o n  p e r  s e .
M ost f i r m s '  c r e d i t  m a n a g e rs  th o u g h t  t h a t  t h e  c u r r e n t  
p o l i c y  was a d e q u a t e .  Y e t o f  t h e  89 p e r c e n t  who s a i d  t h e i r  
c u r r e n t  p o l i c y  was a c c e p t a b l e ,  t h e r e  w ere  some who w ould  make 
some c h a n g e s .  The m a j o r i t y  o f  t h e  c o m p la in t s  f e l l  i n t o  t h e  
a r e a  o f  l e g i s l a t i o n ,  b o t h  l o c a l l y  and n a t i o n a l l y ,  w h ich  was 
f e l t  t o  f a v o r  t h e  c o n s u m e r 's  s i d e .  C l e a r l y ,  t h e  la w s  a r e
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v e r y  s t r i c t  c o n c e r n in g  a n  I n s t i t u t i o n  t h a t  e x te n d s  c r e d i t .
I n  many c a s e s .  I t  was f e l t  t h a t  t h e  g o v e rn m en t h a s  hed  to o  
much i n f l u e n c e  i n  d e t e r m in i n g  how e a c h  f i r m  c o u ld  g r a n t  i t s  
c r e d i t  t o  a  c o n su m e r .  R ace , r e l i g i o n ,  s e x ,  m a r i t a l  s t a t u s  
an d  ag e  a r e  some t y p i c a l  a r e a s  w hich  w ere  fo u n d  t o  b e  v e r y  
c o n t r o v e r s i a l .  The c r e d i t  m an ag e rs  d e t e r m in e d  t h a t  t h e  law s  
w ere  d e f i n i t e l y  r e s t r i c t i n g  t h e i r  o p e r a t i o n s  t o  t h e  p o i n t  
w here  i t  was a lw a y s  p o s s i b l e  t o  f i n d  " s o m e th in g "  i n  an  a p p l i ­
c a n t ' s  c r e d i t  h i s t o r y  t h a t  w ould  d i s q u a l i f y  him ( o r  h e r ) .
I t  was a l s o  fo u n d  t h a t  o t h e r  l e n d e r s  w ere  a b i t  r e l u c t a n t  t o  
r e l e a s e  any i n f o r m a t i o n  c o n c e r n in g  a n  a p p l i c a n t  t o  a n o t h e r  
l e n d i n g  i n s t i t u t i o n  b e c a u s e  o f  t h e  la w .  T h i s  made t h e  jo b  
f o r  t h e  second  l e n d e r  more d i f f i c u l t  a n d ,  n e e d l e s s  t o  s a y ,  
more e x p e n s iv e .
M a rk e t in g  was fo u n d  t o  b e  a  s l i g h t  p ro b le m  i n  t h a t  some 
m an ag ers  f e l t  t h a t  t h e  g e n e r a l  p u b l i c  s im p ly  d i d  n o t  u n d e r ­
s t a n d  enough a b o u t  c r e d i t .  T h e se  i n d i v i d u a l s  p l a c e d  th e  
b lam e on t h e  l e n d i n g  i n s t i t u t i o n s  th e m s e lv e s  f o r  n o t  a c t i v e ­
l y  s e l l i n g  c r e d i t .  S t i l l  f u r t h e r ,  i t  was f e l t  t h a t  t r a i n i n g  
new p e r s o n n e l  s h o u ld  be  im proved  t o  a l l o w  e a c h  l o a n  o f f i c e r  
a  b e t t e r  o p p o r t u n i t y  t o  a i d  t h e  l e n d i n g  i n s t i t u t i o n  i n  i t s  
m a r k e t in g  e f f o r t s  on a  o n e - t o - o n e  b a s i s .
O th e r  c h a n g e s  w ere g e n e r a l l y  i n  t h e  a r e a s  o f  s h o r t e r  
te rm s  o f  c r e d i t ,  s t r i c t e r  c o l l e c t i o n  p o l i c i e s  and  e m p a th e t ic  
s c r e e n i n g  p o l i c i e s .  T h ese  w ere  m e n t io n e d  o n ly  once  i n  t h e  
c o u r s e  o f  a l l  i n t e r v i e w s  b u t  a r e  no l e s s  im p o r t a n t  th a n
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t h o s e  m e n t io n e d  e a r l i e r .
Human R e l a t i o n s
The human r e l a t i o n s  c a t e g o r y  encom passed  th e  m a r k e t in g  
a s p e c t s  o f  a  f i r m  i n  t h e  form  o f  good w i l l  and e f f e c t i v e  
a d v e r t i s i n g .  Out o f  2? f i r m s  i n t e r v i e w e d ,  a  t o t a l  o f  n i n e  
o r  33 p e r c e n t  th o u g h t  t h a t  c r e d i t  demand was i n c r e a s i n g .
The o t h e r  6? p e r c e n t  t h o u g h t  t h e  o p p o s i t e  i n  l i g h t  o f  c u r ­
r e n t  econom ic  c o n d i t i o n s .  I t  was d i f f i c u l t  to  c o n c lu d e  
w h e th e r  a  c o n c e n t r a t e d  m a r k e t in g  e f f o r t  w ould  hav e  h e lp e d  
c r e d i t  demand. However an  e d u c a t i o n  p ro g ra m  a s  s u g g e s te d  
by a  c r e d i t  m an ag er  w ould  c e r t a i n l y  n o t  h a v e  h u r t  t h e  t o t a l  
e f f o r t  o f  an y  o f  th e  f i r m s .
M o s t ly  a l l  o f  th e  i n d i v i d u a l s  q u e s t i o n e d  t h o u g h t  t h a t  
p e o p le  c o u ld  be  t r u s t e d .  I n  f a c t  85 p e r c e n t  s t a t e d  u n c o n d i ­
t i o n a l l y  t o  t h e  a f f i r m a t i v e .  O nly  4 p e r c e n t  c la im e d  t h a t  
t h e y  c o u ld  n o t  b e  t r u s t e d  b e c a u s e  t h e y  e x a g g e r a t e  and t h e  
r e m a in in g  11 p e r c e n t  s t a t e d  t h a t  o v e r  80 p e r c e n t  o f  t h e  p e o ­
p l e  c o u ld  b e  t r u s t e d .  C o n c e rn in g  c o o p e r a t i o n ,  77 p e r c e n t  
s t a t e d  t h a t  p e o p le  a r e  d e f i n i t e l y  c o o p e r a t i v e .  The r e m a in ­
in g  23  p e r c e n t  b e l i e v e d  t h a t  t h e  m a j o r i t y  o f  t h e  p e o p le  a r e  
c o o p e r a t i v e  w i th  a  few e x c e p t i o n s .  I t  w ould  a p p e a r  t h a t  
m o st o f  t h e  o r g a n i z a t i o n s  i n  G r e a t  F a l l s  w ere  c o n c e rn e d  w i t h  
g i v i n g  t h e  c u s to m e r  a t  l e a s t  t h e  b e n e f i t  o f  t h e  d o u b t  w h ich  
o f  c o u r s e  would p ro m o te  a n  a u r a  o f  good w i l l .
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Summary o f  I n t e r v i e w  R e s u l t s  
T a b le  I  be low  p r o v i d e s  a  summary o f  q u a l i t a t i v e  r e s u l t s  
p r e v i o u s l y  d i s c u s s e d .  T h ese  d a t a  a r e  f o r  a  " t y p i c a l "  f i r m  
i n  t h e  a r e a  n o t w i t h s t a n d i n g  s i z e ,  b u s i n e s s  t y p e ,  p o p u l a t i o n  
d i f f e r e n c e s ,  a n d  s o  on .
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(m o n th ly )
Method o f  g r a n t i n g  c r e d i t  
Most I m p o r t a n t  i n f o r m a t i o n  f o r
g r a n t i n g  c r e d i t  C h a r a c t e r
A verage  paym en t p e r i o d  
C o l l e c t i o n  p e r i o d
Loan o f f i c e r / c r e d i t  m anager c h a n g e  
p o l i c y ,  d i c t a t e  p o l i c y  
Use m anagem ent I n f o r m a t i o n  s y s te m  
C u r r e n t  p o l i c y  a d e q u a te  f o r  f i r m  
B e l i e v e  p e o p l e  a r e  t r u s t w o r t h y  
B e l i e v e  p e o p l e  t o  be  c o o p e r a t i v e
$ 1 0 8 , 0 0 0 .0 0  
$ 6 0 0 , 0 0 0 .0 0  
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E x p e r ie n c e
and C a p a c i ty  
36  m on ths  
M onth ly
No
Yes
Yes
Yes
Yes
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Q u a n t i t a t i v e  R e s u l t s  
As p r e v i o u s l y  m e n t io n e d ,  t h e  num ber o f  f i r m s  I n t e r v i e w ­
ed was 2 7 . However, o n ly  25 a n s w e re d  t h e  q u e s t i o n n a i r e  shown 
I n  A ppend ix  I I .  The r e s u l t s  o f  t h e  q u e s t i o n n a i r e  l i s t i n g  a c ­
t u a l  mean, ro u n d e d  mean, r a n g e ,  t h e  m ed ian  and t h e  mode a r e  
p r e s e n t e d  I n  T a b le  I I -  The ro u n d e d  m ean, d e te r m in e d  by 
r o u n d in g  t h e  a c t u a l  mean t o  t h e  n e a r e s t  w hole num ber, w i l l  
be  t h e  c h a r a c t e r i s t i c  w e i g h t .
N o t i c e  t h a t  t h e  m ost I m p o r t a n t  ( h e a v i l y  w e ig h te d )  c h a r ­
a c t e r i s t i c s  a r e  o c c u p a t i o n .  Incom e b r a c k e t ,  and l e n g t h  o f  
t im e  on t h e  j o b .  O c c u p a t io n  a n d  l e n g t h  o f  t im e  on t h e  jo b  
a r e  t y p i c a l l y  c l a s s i f i e d  u n d e r  c h a r a c t e r ,  and  Income b r a c k e t  
may be c l a s s i f i e d  u n d e r  c a p a c i t y .  T hus ,  I t  a p p e a r s  a s  th o u g h  
t h e  q u a l i t a t i v e  an d  q u a n t i t a t i v e  r e s u l t s  i n i t i a l l y  a g r e e  a s  
t o  t h e  m o st I m p o r t a n t  I n f o r m a t i o n .
Upon I n v e s t i g a t i o n  o f  a  v a r i e t y  o f  l o a n  a p p l i c a t i o n s ,  
o c c u p a t i o n .  Income an d  t im e  on t h e  j o b  w ere  a lw a y s  p r e s e n t .  
A d d i t i o n a l l y ,  num ber o f  c h i l d r e n ,  a g e ,  t im e  a t  p r e s e n t  a d ­
d r e s s ,  m a r i t a l  s t a t u s  and  d i s t i n c t i o n  be tw een  home ow ner o r  
r e n t e r  w ere  a l s o  fo u n d  on m o s t  a p p l i c a t i o n s .  Thus c a p a c i t y  
an d  c h a r a c t e r  I n  t h e  fo rm  o f  I n d i c a t o r s  o f  s t a b i l i t y  a r e  
s t r o n g l y  I n h e r e n t .  T a b le  I I I  shown b e lo w  i n d i c a t e s  t h e  c h a r ­
a c t e r i s t i c s  l i s t e d  on t h e  q u e s t i o n n a i r e  an d  t h e  f r e q u e n c y  o f  
t h e  r a t i n g s  w hich  t h e y  a c h i e v e d  f ro m  t h e  v a r i o u s  l o a n  o f f i ­
c e r s .  The f r e q u e n c y  d ia g ra m s  w h ich  f o l l o w  d e p i c t  t h i s  I n f o r ­
m a t io n  f o r  e a c h  c h a r a c t e r i s t i c  g r a p h i c a l l y .
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TA B L E  I I
R e s u l t s  o f  Q u e s t io n n a i r e  i n  Terms of 
Mean, Median and Mode
A c tu a l  Mean Rounded Mean 
( C h a r a c t e r i s t i c  
W eight)
Median Mode Range
O c c u p a t io n 7 .4 8 7 8 9 5 -9
Number o f  C h i ld r e n 3 .7 2 4 3 1 ,5 1 -9
Sex 1 .9 2 2 1 1 1 -9
Home Owner 5 .1 6 5 5 5 1 -9
Bank R e f e r e n c e s 5 .9 2 6 6 5 1 -9
Age 3 .8 4 4 5 1 1 -9
Income B r a c k e t 7 .1 6 7 7 9 5 -9
S a v in g s /C h e c k in g 5 .8 0 6 5 5 1 -9
Car Owner 2 .9 6 3 3 1 1-7
L e n g th  o f  Time on Jo b 7 .7 2 8 8 9 5 -9
G e o g ra p h ic  L o c a t io n  
o f  R e s id e n c e 3 .2 5 3 3 1 1 -7
T e le p h o n e 4 .8 4 5 5 9 1 -9
M a r i t a l  S t a t u s 4 .9 6 5 5 1 ,5 1 -9
L e n g th  o f  Time 
a t  A ddress 5 .9 2 6 6 5 1 -9
CO
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O ccupation Income
12-r
11 .
10 .
8.
4.
2-2
-
9
R ating  
F igu re IVa F igu re TVb
Time on Job Number o f  C hildren
12 t
11 .
10.
8.
7-
4.
2-2*
9
F igure IVc F igure IVd
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Age Time a t  Address
12 - t
11 .
10-
I
I
7 ■
2-
9
R ating  
F igu re  IVe F igu re IVf
M arita l S ta tu s Home Owner
12 t12 t
1 1 -
10  . 10 ..
2-
9
F igu re IVg F igu re IVh
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C h a r a c t e r i s t i c s
R a t in g
9 8 7 6 5 4 3 2 1
O c c u p a t io n 12 2 3 2 6 0 0 0 0
Number o f  C h i ld r e n 2 0 1 1 7 0 4 1 8
Sex 1 0 0 0 3 0 0 3 18
Home 4 3 4 1 5 2 0 1 4
Bank R e f e r e n c e 4 3 4 1 6 2 0 0 3
Age 2 0 2 1 9 0 1 0 10
Income 8 4 4 2 7 0 0 0 0
S a v in g s /C h e c k in g 3 1 5 3 10 1 0 1 1
Car Owner 0 0 1 0 8 1 3 2 10
Time on J o b 9 8 3 2 3 0 0 0 0
R e s id e n c e  L o c a t io n 0 0 3 2 5 0 4 0 11
T e le p h o n e 6 0 3 0 4 1 5 1 5
M a r i t a l  S t a t u s 4 1 3 2 5 3 1 1 5
Time a t  A d d ress 5 2 5 1 6 2 2 0 2
0\
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N o t i c e  t h a t  o c c u p a t i o n ,  incom e and t im e  on t h e  jo b  a r e  
a l l  h e a v i l y  w e ig h te d  to w a rd s  t h e  u p p e r  end o f  t h e  s c a l e  a s  
d e s c r i b e d  e a r l i e r  by t h e i r  r e s p e c t i v e  r a n g e s  i n  T a b le  I I .  
F i g u r e s  IVa, IVb and  IVc d e m o n s t r a t e  t h i s  f a c t  a s  w e l l  a s  
t h e  t e n d e n c y  t o  c e n t e r  a ro u n d  t h e  v a l u e  o f  8 f o r  e a c h  c h a r a c ­
t e r i s t i c .  T h is  i s  a t t r i b u t e d  t o  t h e  r e l a t i v e l y  h i g h  im p o r ­
t a n c e  t h a t  t h e  m an ag ers  r e l e g a t e  t o  t h e s e  c h a r a c t e r i s t i c s .  
F i g u r e s  IVd, e ,  f , g an d  h a r e  shown b e c a u s e  o f  t h e i r  h ig h  
f r e q u e n c y  o f  o c c u r r e n c e  on t h e  v a r i o u s  l o a n  fo rm s .  Age, F i g ­
u r e  IV e, s p a n s  t h e  e n t i r e  r a n g e  o f  Im p o r ta n c e  v a l u e s ,  b u t  a p ­
p e a r s  t o  be c e n t e r e d  be tw een  3 o r  4 s i g n i f y i n g  l e s s  t h a n  mod­
e r a t e  im p o r ta n c e .  However, a g e  i s  a  s t a b i l i t y  f a c t o r  and  
t e n d s  t o  g i v e  I n s i g h t  c o n c e r n i n g  t h e  m a t u r i t y  o f  a n  a p p l i ­
c a n t .  F i g u r e  IV f ,  t im e  a t  a d d r e s s ,  a l s o  s p a n s  t h e  r a n g e  o f  
im p o r ta n c e  v a l u e s  y e t  a p p e a r e d  t o  be w e ig h te d  to w a rd s  t h e  
m ore i m p o r t a n t  end o f  t h e  s c a l e .  T h is  w ould  s i g n i f y  t h a t  
t h e  c r e d i t  o f f i c i a l s  p l a c e d  c o n s i d e r a b l e  em p h a s is  on t h e  
t r a n s i e n c e  o f  a n  I n d i v i d u a l  a s  a n  I n d i c a t o r  o f  h i s  a b i l i t y  
t o  r e p a y .  S i m i l a r l y  m a r i t a l  s t a t u s ,  a n o t h e r  i n d i c a t o r  o f  
s t a b i l i t y  a p p e a r e d  c e n t e r e d  a ro u n d  m o d e ra te  im p o r ta n c e  an d  
i s  s p r e a d  e v e n ly  th r o u g h o u t  t h e  s c a l e .  Own v e r s u s  r e n t  i s  
a n o t h e r  s t a b i l i t y  f a c t o r  w h ich  was c o n s id e r e d  m o d e r a t e l y  im­
p o r t a n t  a s  d e p i c t e d  i n  F i g u r e  IV h , As was m e n t io n e d .  F i g u r e  
IV e, f , g a n d  h r e l a t e  t o  t h e  s t a b i l i t y  o f  an  a p p l i c a n t  
w h ich  o f  c o u r s e  i s  a n  i n h e r e n t  a s p e c t  o f  c h a r a c t e r .
F i n a l l y ,  F ig u r e  IVd, num ber o f  c h i l d r e n ,  i s  a  s u b - c a t e -
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g o ry  o f  c a p a c i t y .  The v a r i o u s  m an ag e rs  a s k e d  t o  c o m p le te  
t h e  q u e s t i o n n a i r e  d i d  n o t  p l a c e  much e m p h a s is  upon t h i s  c h a r ­
a c t e r i s t i c  c o n s c i o u s l y  a s  F i g u r e  IVd d e m o n s t r a t e s  ( c e n t e r  
s c o r e  o f  a b o u t  3 o r  4 ) .  Y e t ,  i t  c a n n o t  be d e n ie d  t h a t  t h e  
num ber o f  d e p e n d e n ts  a n  a p p l i c a n t  h a s  c an  s e v e r e l y  l i m i t  h i s  
paym ent p o t e n t i a l  o r  a b i l i t y  t o  p a y .
The C r e d i t  S c o r in g  S y stem  
The c r e d i t  s c o r e s  o r  s p e c i f i c  c h a r a c t e r i s t i c  w e ig h t s  
u se d  i n  t h i s  p r o j e c t  a r e  q u i t e  n a i v e .  To p e r fo rm  t h e  r e q u i r ­
ed  m u l t i v a r i a t e  an d  d i s c r i m i n a n t  a n a l y s i s  on 25 o r  more f i r m s  
would p r o v e  t o  be  p r o h i b i t i v e  w i th  r e s p e c t  t o  t h e  l i m i t a t i o n s  
o f  t h i s  p r o j e c t .  And b e c a u s e  o f  t h e  c o n f i d e n t i a l i t y  o f  t h e  
v a r i o u s  f i r m s *  r e c o r d s ,  t h e  r e q u i r e d  d a t a  f o r  a n a l y s i s  w ould  
be s e r i o u s l y  l a c k i n g .  F u r t h e r ,  t h e  p o p u l a t i o n  d i f f e r e n c e s  
w ould  c a u s e  in s u r m o u n ta b le  p r o b le m s .  T h is  a s p e c t  w i l l  b e  
d i s c u s s e d  f u r t h e r  i n  t h e  n e x t  c h a p t e r .
The s p e c i f i c  s c o r e s  a s  n o te d  i n  A p p en d ix  TV a r e  a  com pos­
i t e  o f  v a r i o u s  f i r m s  th r o u g h o u t  G r e a t  F a l l s  a s  w e l l  a s  f ro m  
r e s e a r c h  i n  t h e  l i t e r a t u r e . ^ ®
The d e v e lo p m e n t  o f  t h e  c r e d i t  s c o r i n g  g u id e  (A p p en d ix  
IV) c o n s i s t e d  o f  a  p r o c e s s  o f  r e v i e w i n g  a c t u a l  c r e d i t  s c o r ­
in g  m odels  u sed  i n  t h e  a r e a ,  o b s e r v i n g  c r e d i t  m a n a g e r / l o a n  
o f f i c e r  r e s p o n s e s  on t h e  q u e s t i o n n a i r e  (A p p en d ix  I I ) ,  a n d  a p -
Jo h n  W. B u c k le y ,  "A S y s t e m a t i c  C r e d i t  M o d e l ,"  Manage­
m ent o f  W orking C a p i t a l , e d ,  K e i th  V. S m ith ,  ( S t .  P a u l :
West P u b l i s h i n g  C o .,  1 9 7 4 ) ,  p .  134 .
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p l y i n g  g u i d e l i n e s  from  t h e  l i t e r a t u r e .  T hese  i n p u t s  w ere  
com bined i n  a  r a t h e r  n a i v e  f a s h i o n  t o  fo rm  t h e  m odel shown 
i n  t h e  a p p e n d ix .  H ow ever, i t  s h o u ld  b e  n o t e d  t h a t  a l t h o u g h  
t h e  c r e d i t  s c o r i n g  g u id e  d e v e lo p e d  was n o t  t h e  r e s u l t  o f  a  
th o ro u g h  m u l t i v a r i a t e  and  d i s c r i m i n a n t  a n a l y s i s ,  i t  d o e s  p a r ­
a l l e l  t h e  c r e d i t  s c o r i n g  m o d e ls  a c t u a l l y  u s e d  i n  t h e  a r e a  t o  
a  s u b s t a n t i a l  d e g r e e .  S i g n i f i c a n t  d e v i a t i o n s  f rom  t h e  m odel 
d e v e lo p e d  f o r  t h i s  s tu d y  and  t h e  a c t u a l  m odels  u se d  o c c u r  i n  
t h e  c u t o f f  s c o r e s  and  t h e  r e s p e c t i v e  w e i g h t s  g iv e n  t o  ea c h  
c h a r a c t e r i s t i c  ( i . e .  o c c u p a t i o n ,  num ber o f  c h i l d r e n ,  r e s i ­
d e n c e  e t c . ) .  The s u b - c a t e g o r i e s  o f  e a c h  c h a r a c t e r i s t i c  ( e . g .  
s a v i n g s / c h e c k i n g ;  c h e c k in g  o n l y , s a v in g s  o n l y , b o t h ) f o l l o w ­
ed t h e  a c t u a l  m o d e ls  c l o s e l y  i n  w e ig h t s  a s s i g n e d .
E s s e n t i a l l y ,  t h e  w e ig h t  g i v e n  t o  e a c h  c h a r a c t e r i s t i c  
c a n  b e  e a s i l y  o b t a i n e d  f ro m  T a b le  I I  u s i n g  t h e  " ro u n d e d  mean" 
co lum n. T h ese  w e ig h t s  w ere  t h e  r e s u l t s  o f  t h e  q u e s t i o n n a i r e  
d i s t r i b u t e d  t o  t h e  c r e d i t  m a n a g e r s .  The v a l u e s  a s s i g n e d  t o  
t h e  s u b - c a t e g o r i e s  o f  e a c h  c h a r a c t e r i s t i c  w ere  a  c o m b in a t io n  
o f  t h e  a c t u a l  c r e d i t  m odels  and  a n  i n t u i t i v e  e s t i m a t e  b a s e d  
upon  t h e  Judgm ent o f  t h e  c r e d i t  m a n a g e rs .  Each s u b - c a t e g o r y  
was a s s i g n e d  a  v a l u e  o r  a  w e ig h t  d e p e n d e n t  upon t h e  v a l u e  
g iv e n  t o  t h e  c h a r a c t e r i s t i c .  F o r  exam ple  i f  a  s p e c i f i c  c h a r ­
a c t e r i s t i c  was g iv e n  a  w e ig h t  v a l u e  o f  s e v e n ,  e i g h t  o r  n i n e ,  
t h e  s u b - c a t e g o r y  w e ig h t s  w ould  b e  a s s i g n e d  odd num bers b e g i n ­
n i n g  w i th  t h e  num ber one and c o n t i n u i n g  w i t h  t h r e e ,  f i v e  and 
so  o n .  T h is  r e a s o n i n g  r e s u l t e d  f rom  d i s c u s s i o n  w i th  t h e  i n ­
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d i v i d u a l  c r e d i t  m a n a g e rs  a s  t o  t h e i r  o p i n i o n  o f  t h e  im p o r ­
t a n c e  o f  s u b - c a t e g o r i e s .  A d d i t i o n a l l y ,  when com pared t o  t h e  
a c t u a l  c r e d i t  m o d e ls ,  i t  was fo u n d  t h a t  t h e  w e ig h t s  a s s i g n e d  
t o  t h e  s u b - c a t e g o r i e s  w ere  p r o p o r t i o n a l  t o  t h e  w e i g h t  o r  r e l ­
a t i v e  im p o r ta n c e  o f  t h e  c h a r a c t e r i s t i c .
I n  sum, a l t h o u g h  n o t  t r u l y  s c i e n t i f i c a l l y  d e s ig n e d ,  t h e  
m odel d e v e lo p e d  was c o n s id e r e d  an  a c c e p t a b l e  t o o l  f o r  a n a l y z ­
i n g  some o f  t h e  c r e d i t  p r a c t i c e s  i n  t h e  G r e a t  F a l l s  a r e a .  
S in c e  i t  was d e v e lo p e d  m a in ly  f rom  t h e  c o n c e n s u s  o f  t h e  a r e a  
c r e d i t  m a n a g e r s ,  i t  p r o v i d e s  a t  l e a s t  a  s u r f a c e  i n d i c a t i o n  
o f  t h e  im p o r ta n c e  o f  c e r t a i n  c u s to m e r  c h a r a c t e r i s t i c s  i n  
d e t e r m in i n g  c r e d i t  w o r t h i n e s s .
A p p l i c a t i o n  o f  t h e  S c o r i n g  System  
I t  was n o t  p o s s i b l e  to  o b t a i n  p r o v e n  good o r  bad a c ­
c o u n t s  b e c a u s e  o f  t h e  c o n f i d e n t i a l i t y  o f  t h e s e  a c c o u n t s .  
T h e r e f o r e  a  sam p le  a p p l i c a t i o n  w i l l  b e  a c c o m p lish e d  o n  a  p a r ­
t i c u l a r  i n d i v i d u a l  t o  d e t e r m in e  w o r t h i n e s s  i n  o b t a i n i n g  c r e d ­
i t  i n  G r e a t  F a l l s .  The s c o r i n g  f o l l o w s  b e lo w  ( t o  d e t e r m in e  
w e i g h t s ,  u s e  A ppend ix  IV ),
A ssum ing a  c u t o f f  t o  b e  t h e  a v e r a g e  o f  t h e  maximum and 
minimum p o s s i b l e  s c o r e  ( 1 8 7 .5 ) »  c r e d i t  s h o u ld  b e  e x te n d e d  b y  
t h e  s c o r e  shown i n  T a b le  IV.
The i m p l i c a t i o n s  o f  t h e s e  f i n d i n g s  i n  te r m s  o f  s t a n d a r d ­
i z e d  c r e d i t  p o l i c y ,  optimum p o l i c y ,  s u c c e s s  o f  t h e  p r o j e c t  
i n  te rm s  o f  i t s  g o a l s ,  l i m i t a t i o n s  and f u t u r e  p r o j e c t  i d e a s  
a r e  d i s c u s s e d  i n  C h a p te r s  V and V I.
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TABLE IV
A p p l i c a t i o n o f  t h e  Model
(1 )
C h a r a c t e r i s t i c
(2 )
S p e c i f i c
C h a r a c t e r i s t i c
( S u b - c l a s s )
(3 )
C h a r a c t e r i s t i c  
W eight (W^)
(4) 
S p e c i f i c  
C h a r a c t e r i s t i c  
W eight (Wg)
(5 )
*1 :  %2
O c c u p a t io n M a n a g e r ia l 7 7 49
Number o f  C h i ld r e n 1 4 2 8
R e s id e n c e R ent 5 1 5
Bank R e f e r e n c e s 2 6 3 18
Age 2 0 -3 0 4 1 4
T e le p h o n e i n  Home 5 2 10
M a r i t a l  S t a t u s M a rr ie d 5 4 20
Time a t  A d d ress 3-5 6 3 18
Incom e B r a c k e t 1 0 .0 0 0 -1 9 ,9 9 9 7 3 21
S a v in g s /C h e c k in g Both 6 3 18
Car Owns 3 2 6
Time on Jo b 3-5 8 5 40
T o t a l m o\
o\
CHAPTER V
LIMITATIONS OP FINDINGS, ANALYSIS AND 
SUGGESTIONS FOR FUTURE STUDY
L i m i t a t i o n s
S e v e ra l  l i m i t a t i o n s  o f  th e  s tu d y  and f i n d i n g s  a re  ap ­
p a r e n t  and m ust be d i s c u s s e d  i n  a n a ly z in g  th e  p r o j e c t  o v e r a l l .  
P erhaps  th e  m ost p o s i t i v e  outcom e o f  th e  l i m i t a t i o n  d i s c u s ­
s i o n  t h a t  f o l lo w s  i s  th e  g e n e r a t i o n  o f  o t h e r  i d e a s  f o r  f u ­
t u r e ,  r e l a t e d  s t u d i e s .  T hese  i d e a s  w i l l  be d i s c u s s e d  below 
i n  t h i s  c h a p t e r .
A l i m i t a t i o n  t h a t  was a p p a r e n t  from t h e  o u t s e t  was th e  
scope  o f  t h e  p r o j e c t .  R a th e r  t h a n  c o n c e n t r a t i n g  on a p a r t i ­
c u l a r  f i rm  o r  ty p e  o f  b u s i n e s s ,  an a l l - e n c o m p a s s in g  m ethod­
o logy  was used  in t e n d i n g  t o  g a i n  i n s i g h t s  a s  to  how c r e d i t  
was g e n e r a l l y  e x te n d e d .  O b v io u s ly  t h i s  ap p ro ach  does  n o t  
len d  i t s e l f  to  in d e p th  s t u d i e s  o f  t h e  p a r t i c u l a r s  o f  a s p e c i ­
f i c  b u s in e s s  ty p e  o r  a  s p e c i f i c  o r g a n i z a t i o n .  Yet i t  was 
f e l t  t h a t  a b r o a d ,  sw eep ing  v ie w p o in t  was n e c e s s a r y  a s  a  p r e ­
c u r s o r  f o r  f u t u r e  p r o j e c t s  and was w a r r a n te d .
T ak ing  t h e  scope  l i m i t a t i o n  one s t e p  f u r t h e r ,  t h e  d a t a  
f o r  p ro p e r  a n a l y s i s  o f  th e  v a r i o u s  f i r m s  q u e r ie d  ( i . e .  p a s t  
r e c o r d s  such  a s  number o f  a p p l i c a n t s ,  a v e rag e  d o l l a r  amount 
o f  each  o r d e r ,  p e rc e n ta g e  o f  good v e r s u s  bad a p p l i c a n t s ,  
e t c . ) would p ro v e  to  be p r o h i b i t i v e  i f  n o t  im p o s s ib le  to  fo rm -
67
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u l a t e  i n t o  a  common p o l i c y .  T h i s  l e a d s  t o  a n o t h e r  l i m i t a ­
t i o n  w h ich  p e r h a p s  i s  a s  i m p o r t a n t  a s  t h e  s c o p e ,  . . . popu­
l a t i o n  d i f f e r e n c e s .  When c o m b in in g  a l l  o f  t h e  v a r i o u s  f i r m s ,  
a s  was e s s e n t i a l l y  d o n e ,  i t  was s t a t e d  t h a t  t h e  ty p e  o f  b u s i ­
n e s s  and i t s  s i z e  was u n i m p o r t a n t  a s  t o  d e t e r m i n a t i o n  o f  a  
g e n e r a l  p o l i c y .  F o r  t h e  p u r p o s e s  o f  t h i s  s t u d y ,  t h a t  i s ,  a  
b ro a d  o v e rv ie w ,  t h i s  i s  a  v a l i d  a s s u m p t io n .  However, one 
m u st r e a l i z e  t h a t  by c o m b in in g  th e  b u s i n e s s e s  i n  t h e  a r e a ,  
one a l s o  com bines p o p u l a t i o n  d i f f e r e n c e s .  Some f i r m s  hav e  
l i m i t e d  s e l e c t  c l i e n t e l e  w h i l e  o t h e r s  c a t e r  to  a l l  " s o c i a l  
c l a s s e s . "  On a  s t a t i s t i c a l  b a s i s ,  t o  com bine t h e s e  p o p u la ­
t i o n s  would b e  t o  i n t r o d u c e  a  s e r i o u s  d e g r e e  o f  e r r o r .  A d d i­
t i o n a l l y ,  no known s c o r i n g  sy s te m  h a s  p r e v i o u s l y  c o n s o l i d a t e d  
a l l  p o p u l a t i o n  c h a r a c t e r i s t i c s  a d e q u a t e l y ,  and i t  i s  q u i t e  
p o s s i b l e  t h a t  no s c o r i n g  sy s te m  w i l l  e v e r  be  fo u n d  to  i n c o r ­
p o r a t e  a l l  o f  t h e  v a r i o u s  p o p u l a t i o n  c h a r a c t e r i s t i c s  i n  t h e  
f u t u r e .
I t  w as t h e  i n t e n t  o f  t h e  s tu d y  t o  f o r m u l a t e  a  c r e d i t  
s c o r i n g  sy s te m  (w h ich  was a c c o m p l i s h e d )  b a s e d  on  t h e  s y s te m s  
u se d  i n  t h e  G r e a t  P a l l s  a r e a  and a p p ly  i t  t o  random  a p p l i c a ­
t i o n s  b o th  good and bad to  s e r v e  a s  a  c o m p a r i s o n  a g a i n s t  
w h ich  t h e  q u a l i t a t i v e  r e s u l t s  m ig h t  b e  m e a s u re d .  However, 
t h i s  was n o t  p o s s i b l e  due t o  t h e  c o n f i d e n t i a l i t y  o f  t h e s e  
a p p l i c a t i o n s .  T h is  l i m i t e d  t h e  p r o j e c t  i n  a n o t h e r  d im e n s io n .  
P e r h a p s  more ad v an ced  n o t i c e  would h a v e  h e lp e d  a l l e v i a t e  
t h i s  p ro b le m . Y e t ,  by a p p l y i n g  t h e  c r e d i t  s c o r e  t o  a  s p e c i -
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f i e  e a s e ,  an  Id e a  o f  u s a g e  o f  t h e  s c o r i n g  s y s te m  was g a in e d  
a s  t o  how one m ig h t  p o s s i b l y  be r a t e d  a n d  m easu red  I n  t h i s  
p a r t i c u l a r  a r e a .  H ence, t h e  f a c t  t h a t  t h e  r e c o r d s  o f  a  p a r ­
t i c u l a r  f i r m  w ere  n o t  o b t a i n e d  d i d  n o t  s e v e r e l y  d e g r a d e  th e  
p r o j e c t  o u tco m e. I t  was f e l t  h o w ev er ,  t h a t  t h e s e  r e c o r d s  
would b e  n e c e s s a r y  s h o u ld  a  more s p e c i f i c  ( I . e .  s i n g l e  f i r m  
o r  s i n g l e  b u s i n e s s  t y p e )  s tu d y  be c o n d u c te d .
A p a r t i c u l a r l y  I n t e r e s t i n g  q u a l i t y  o f  t h e  p r o j e c t  was 
t h e  d i f f e r e n c e  n o t e d  I n  o b t a i n i n g  a n s w e rs  t o  t h e  q u e s t i o n s  
and  q u e s t i o n n a i r e  f ro m  men a n d  women m a n a g e r s .  F o r  t h e  m ost 
p a r t  t h e  women c r e d i t  m a n a g e rs  an d  l o a n  o f f i c e r s  t e n d e d  t o  
be e x t r e m e ly  d e f e n s i v e  a n d  r e l u c t a n t  t o  d i v u l g e  an y  in f o r m a ­
t i o n .  T h e i r  m a le  c o u n t e r p a r t s ,  on t h e  o t h e r  h an d ,  f r e e l y  e x ­
p r e s s e d  t h e i r  f e e l i n g s  a n d  d i s s e m i n a t e d  a s  much I n f o r m a t i o n  
a s  th e y  knew. P e r h a p s  t h e  r a m i f i c a t i o n s  o f  t h e s e  f a c t s  a r e  
more s o c i o l o g i c a l  th a n  f i n a n c i a l ,  b u t  i t  was g e n e r a l l y  f e l t  
t h a t  b e c a u s e  t h e  f e m a le  c r e d i t  o f f i c i a l s  w ere  so  r e l u c t a n t  
t o  t a l k  a b o u t  t h e i r  r e s p e c t i v e  f i r m s ,  t h e  I n f o r m a t i o n  o b t a i n ­
ed f ro m  them  was som ew hat q u e s t i o n a b l e  a n d  h e n c e  a  l i m i t a ­
t i o n  t o  t h e  s t u d y .  I t  s h o u ld  b e  a d d e d  t h a t  t h i s  l i m i t a t i o n  
I s  n o t  p a r t i c u l a r l y  s e r i o u s  b a s e d  upo n  t h e  sc o p e  o f  t h e  
s tu d y ,  b u t  n o n e t h e l e s s  I t  p r e s e n t e d  a  s l i g h t  r e s t r i c t i o n .
The d e f i n i t i o n  o f  a n  optimum p o l i c y  a s  o u t l i n e d  I n  Chap­
t e r  I I  I s  d i f f i c u l t  I f  n o t  I m p o s s ib l e  t o  a p p ly  t o  a  g iv e n  
f i r m  o r  g ro u p  o f  f i r m s .  E s s e n t i a l l y ,  a n  optimum p o l i c y  
w ould  be one w h ich  m ax im ized  b u y e r  o p p o r t u n i t y  r a t e s ,  t h e
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c r e d i t  p e r i o d  l e n g t h  s u c h  t h a t  p r o f i t s  e x c e e d  c o s t s ,  s a l e s  
f u n c t i o n s ,  p r o f i t  f u n c t i o n s ,  a c c o u n t s  r e c e i v a b l e  f u n c t i o n s  
and 80 on . Of c o u r s e  a c h i e v i n g  t h e s e  en d s  m ig h t  i n v o l v e  
a s su m in g  c e r t a i n  c o n d i t i o n s  o r  r e s t r a i n t s  w hich  m ig h t  n o t  
h o ld  t r u e  i n  a c t u a l  p r a c t i c e  ( e . g .  a  f i r m  f o l l o w s  c r e d i t  
p o l i c y  o f  c o m p e t i t o r ,  no r i s k ,  e t c . ) .  A d d i t i o n a l l y ,  when 
d i s c u s s i n g  "optim um " a n y t h i n g ,  one  i n t r o d u c e s  a  d e g r e e  o f  
s e m a n t i c a l  a rg u m e n t .  Thus f o r  t h e  p u r p o s e s  o f  t h e  p r o j e c t  
l e t  i t  s u f f i c e  t o  s a y  t h a t  t h e  optim um  p o l i c y  p o l i c y  was n o t  
n e c e s s a r i l y  t h a t  d e f i n e d  a b o v e ,  b u t  r a t h e r  one w h ic h  s u i t e d  
any p a r t i c u l a r  f i r m  s u c h  t h a t  i t  o p e r a t e d  e f f i c i e n t l y  a t  a  
l e v e l  a c c e p t a b l e  t o  s e n i o r  m anagem ent. H ence , t h e  e x a c t  
d e f i n i t i o n  c o n c e r n in g  o p p o r t u n i t y  r a t e ,  p r o f i t  f u n c t i o n s  and 
t h e  l i k e  l i m i t  t h e  sc o p e  t o  a  m ore t h e o r e t i c a l  l e v e l  when i n  
f a c t  t h e  f i r m s  i n  q u e s t i o n  o p e r a t e  som ew hat d i f f e r e n t l y  t h a n  
t h e  t h e o r y  w ould i n d i c a t e .
A n a l y s i s
I n  s e a r c h i n g  f o r  a  s t a n d a r d i z e d  c r e d i t  p o l i c y ,  one  i s  
a t t e m p t i n g  t o  f i n d  a  p o l i c y  t h a t  i s  r o u g h l y  th e  same t h r o u g h ­
o u t  t h e  p o p u l a t i o n .  A ls o ,  t h i s  p o l i c y  s h o u ld  b e  r e l a t i v e l y  
e a sy  to  d i s c e r n  and a p p ly  t o  any  g i v e n  e n t i t y  o f  t h e  p o p u l a ­
t i o n .  U n i f i e d  m anagem ent p r a c t i c e s  m u s t  b e  e v i d e n t  t h r o u g h ­
o u t  t h e  p o p u l a t i o n  w i t h  r e s p e c t  t o  s u p p o r t  and u s e  o f  a l l  
a v a i l a b l e  " t o o l s "  w i th  w h ich  t o  p r o d u c e  t h e  m o st  e f f i c i e n t  
o p e r a t i o n  o f  each  e n t i t y .  I n  s h o r t ,  a  s t a n d a r d  p o l i c y  i s  
one w h ich  i s  s i m i l a r  f o r  a l l  e n t i t i e s ,  e a s i l y  d i s c e r n i b l e
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f o r  a l l  e n t i t i e s  and  shown t o  be  g o v e rn e d  by c o m p le te  m anage­
m ent p r a c t i c e s .  A l l  o f  t h e  a b o v e  t h r e e  f a c t o r s  m u s t  be  p r e ­
s e n t  when d e t e r m in i n g  a  s t a n d a r d  p o l i c y .
G e n e r a l l y  I t  was fo u n d  t h a t  t h e  m a j o r i t y  o f  f i r m s  w ere 
e x t r e m e ly  c o o p e r a t i v e  In  c o n d u c t i n g  t h e  i n t e r v i e w s  a n d  com­
p l e t i n g  t h e  q u e s t i o n n a i r e s .  Of t h e  27 f i r m s  q u e r i e d ,  o n ly  
one was u n c o o p e r a t i v e .  T h a t  o r g a n i z a t i o n  d id  ho w ev er  make a  
h a l f - h e a r t e d  a t t e m p t  a t  a n s w e r in g  t h e  q u e s t i o n s  t h e r e b y  a l ­
lo w in g  some m a t e r i a l  t o  b e  s a l v a g e d .  The p ro b le m  te n d e d  t o  
l i e  I n  t h e  a t t i t u d e  and ag e  o f  t h e  c r e d i t  m an ag e r .  T h is  
p ro b le m  was known t o  t h e  s e n i o r  m a n a g e r  who was In  t h e  p r o ­
c e s s  o f  a l l e v i a t i n g  th e  d i f f i c u l t i e s .  I t  may be s t a t e d  a s  
c o n j e c t u r e  t h a t  b e c a u s e  t h i s  p a r t i c u l a r  c r e d i t  m an ag er  was a 
woman, and I n  c o n j u n c t i o n  w i th  t h e  l i m i t a t i o n s  p r e v i o u s l y  
d i s c u s s e d ,  t h i s  u n c o o p e r a t i v e  a t t i t u d e  may h av e  b e e n  a  d e f e n ­
s i v e  m echanism  a t  w ork.
I n  r e t r o s p e c t ,  t h e  s tu d y  p r o v e d  t o  be  s u c c e s s f u l  In  
te rm s  o f  i t s  I n te n d e d  g o a l s  and  p u r p o s e s .  The g o a l s  c o n s i s t ­
ed  o f  d e t e r m i n i n g  th e  p o l i c i e s  o f  t h e  v a r i o u s  l e n d i n g  I n s t i ­
t u t i o n s ,  t h e  e x i s t e n c e  o f  a  s i m i l a r  p a t t e r n  among t h e  v a r i ­
ous f i r m s ,  a  s c o r i n g  m odel w i th  w h ic h  t o  com pare t h e  r e s u l t s ,  
and th e  e x i s t e n c e  o f  a n  optimum p o l i c y .  The I n t e r v i e w  and  
q u e s t i o n n a i r e  r e s u l t s  s a t i s f i e d  t h e  f i r s t  two g o a l s  a n d  w ere 
d e s c r i b e d  I n  C h a p te r  IV . R e s e a r c h  i n  a n  a r t i c l e  by B u ck ley  
and  t h e  v a r i o u s  c r e d i t  s c o r i n g  m o d e ls  o b t a i n e d  f ro m  t h e  
f i r m s  I n  t h e  a r e a  a l lo w e d  a c c o m p l i s h m e n t  o f  t h e  t h i r d  g o a l
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o f  f o r m u l a t i n g  a  g e n e r a l  s c o r i n g  m o d e l .  The f i n a l  g o a l  o f  
d e t e r m in i n g  t h e  e x i s t e n c e  ( o r  n o n e x i s t e n c e )  o f  a n  optimum 
p o l i c y  was a l s o  f u l f i l l e d  by a n a l y s i s  o f  t h e  i n t e r v i e w  r e ­
s u l t s  and  e n s u in g  d i s c u s s i o n  w i t h  t h e  v a r i o u s  c r e d i t  m anag­
e r s .
I t  i s  p o s s i b l e  t h a t  much i n f o r m a t i o n  o b ta in e d  f ro m  t h e  
s tu d y  c o u ld  h a v e  b e e n  r e s e a r c h e d  a t  a  l i b r a r y .  However, i n  
so  d o in g ,  t h e  p u r p o s e s  o f  t h e  p a p e r ,  n am ely  d i s c e r n m e n t  o f  
t h e  management p r a c t i c e s ,  w ould  n o t  h av e  b e e n  f u l f i l l e d .
The i n t e r v i e w s  p ro v e d  s u c c e s s f u l  i n  a c c o m p l i s h in g  t h e s e  p u r ­
p o s e s .  But t h e  p o i n t  c o n c e r n i n g  t h e  d i f f e r e n t  a t t i t u d e s  b e ­
tw een  men and  women c r e d i t  o f f i c i a l s  m ust be m e n t io n e d  a g a i n .  
I t  r e m a in s  a  q u e s t i o n  r e g a r d i n g  t h e  human r e l a t i o n s  a s p e c t  
o f  management a s  t o  why su c h  a  d i s p a r i t y  e x i s t e d .  P o s s i b l e  
r e a s o n s  may be t h a t  t h e s e  p e r s o n s  d id  n o t  know t h e  a n s w e rs  
t o  t h e  q u e s t i o n s  f u l l y ;  t h a t  t h e y  f e a r e d  th e y  w ould p l a c e  
t h e i r  jo b s  i n  j e o p a r d y  by r e l e a s i n g  I n f o r m a t i o n  t h a t  m ig h t  
b e  c l a s s i f i e d ;  t h a t  th e y  w ere  u n e a s y  t a l k i n g  t o  a  s t r a n g e r  
t o  t h e  o r g a n i z a t i o n ;  o r  t h a t  t h e y  w ould  p r e f e r  d i s c u s s i n g  
t h e  s u b j e c t  w i th  one o f  t h e i r  own s e x .  I t  i s  a l s o  p o s s i b l e  
t h a t  j u s t  a s  t h e r e  was a  d i f f e r e n c e  i n  a t t i t u d e  b e tw e e n  t h e  
s e x e s ,  t h e r e  a l s o  may b e  a  d i f f e r e n c e  i n  t h e  l e n d i n g  p r a c ­
t i c e s  b e tw e e n  m ale  and f e m a le  l e n d e r s .
S u g g e s t i o n s  f o r  F u t u r e  S t u d i e s
N o rm ally  f u t u r e  s t u d i e s  m ig h t  b e  m e n tio n e d  a f t e r  c o n ­
c l u d i n g  r e m a r k s .  However a s  s t a t e d  a t  t h e  b e g i n n i n g  o f  t h i s
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c h a p t e r ,  t h e  I n h e r e n t  l i m i t a t i o n s  o f  t h e  p r o j e c t  g a v e  way t o  
I d e a s  f o r  more r e s e a r c h ,  a n d  h e n c e  t h e s e  I d e a s  w i l l  be  p r e ­
s e n t e d  h e r e .
S in c e  t h i s  s tu d y  i s  I n te n d e d  t o  g i v e  a  g e n e r a l  im p r e s ­
s i o n  o f  t h e  o v e r a l l  a r e a ,  i t  s e r v e s  a s  a n  i n t r o d u c t i o n  t o  
f u r t h e r  c r e d i t  s t u d i e s .  The f i r s t  i d e a  w ould  b e  t o  l i m i t  
t h e  v a s t  s c o p e  o f  t h e  p r o j e c t  by c o n c e n t r a t i n g  on a  s p e c i f i c  
t y p e  o f  b u s i n e s s  ( f i n a n c e  company, b a n k ,  r e t a i l  s t o r e ,  c r e d ­
i t  u n io n ,  e t c )  r a t h e r  t h a n  a l l  t y p e s .  I n  t h i s  r e s p e c t  one 
w ould  be  d e a l i n g  w i th  a  b i t  more hom ogeneous p o p u l a t i o n  t h a n  
was e n c o u n te r e d  w i th  t h e  c u r r e n t  p r o j e c t .  However one s t i l l  
m u s t  be  c a r e f u l  when d e a l i n g  w i th  p o p u l a t i o n s  b e c a u s e  t h e r e  
a r e  a l s o  v a s t  d i f f e r e n c e s  i n  p o p u l a t i o n  among r e t a i l  s t o r e s  
( e . g .  c l i e n t e l e ) ,  b an k s  and  s o  o n .
By e x t e n d in g  t h i s  them e one s t e p  f u r t h e r ,  one c o u ld  
t h e n  i n v e s t i g a t e  one s p e c i f i c  f i r m .  I t  i s  a t  t h i s  p o i n t  
t h a t  more s o p h i s t i c a t e d  s t a t i s t i c a l  a n a l y s i s  ( d i s c r i m i n a n t  
and  m u l t i v a r i a t e  a n a l y s i s )  c o u ld  be p e r fo r m e d .  T h i s  would 
be  d e p e n d e n t  upon o b t a i n i n g  t h e  f i r m ' s  r e c o r d s  and  f i l e s  
t h e r e b y  p a v in g  t h e  way t o  co m p u tin g  a n  e x a c t  c r e d i t  s c o r i n g  
s y s te m  f o r  t h e  f i r m .  C om parison  o f  q u a l i t a t i v e  a n d  q u a n t i t a ­
t i v e  r e s u l t s  would p r o b a b ly  b e  b e s t  s u i t e d  f o r  a  p r o j e c t  o f  
t h i s  t y p e .
The o n e - f i r m  a p p r o a c h  t o  t h e  p ro b le m  may a l s o  b e n e f i t  
t h e  f i r m  i t s e l f  by a c c o m p l i s h in g  a  s i m u l a t i o n  o f  i t s  p o l i c y  
i n  t h e  m anner i n  w h ich  R, G, B u p l i  p r e s e n t e d  h i s  a r t i c l e  c o n -
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c e r n l n g  p r o f i t s  and  s i m u l a t i o n . B y  p u r s u i n g  an  i n  d e p th  
r e s e a r c h  o f  one e s t a b l i s h m e n t ,  s t u d y i n g  a n d  a n a l y z i n g  i t s  
p a s t  c r e d i t  h i s t o r y ,  c r e d i t  r e c o r d s  and s o  f o r t h ,  t h e  compu­
t e r  c o u ld  be  p u t  t o  u se  i n  a n a l y z i n g  a l t e r n a t i v e  p o l i c i e s  t o  
i n c r e a s e  p r o f i t  m a r g in s .  I n  s e l e c t i n g  a  p a r t i c u l a r  f i r m  p e r ­
h a p s  one w ould do w e l l  t o  c h o o s e  a  s m a l l e r  f i r m  i n  an  a t ­
te m p t  t o  make t h e  p o p u l a t i o n  c h a r a c t e r i s t i c s  a s  hom ogeneous 
a s  p o s s i b l e ,  ev en  th o u g h  a  c r e d i t  s c o r i n g  sy s te m  r e l i e s  upon  
l a r g e  v o lu m e .
A n o th e r  i n t e r e s t i n g  i d e a  w ould  be t o  c o n s i d e r  a  p a r t i c u ­
l a r  f i r m  o r  g ro u p  o f  c l o s e l y  r e l a t e d  f i r m s  ( t o  i n s u r e  a s  
much p o p u l a t i o n  h o m o g e n e i ty  a s  p o s s i b l e )  and  a t t e m p t  t o  d e ­
t e r m in e  t h e  u n d e r l y i n g  b a c k g ro u n d  f o r  a  p a r t i c u l a r  p o l i c y  o r  
g ro u p  o f  p o l i c i e s  by c o n s t r u c t i n g  r i s k  p r o f i l e s ,  r i s k  g r o u p s  
and  p r o f i t a b i l i t y  i n d i c e s . T h e s e  m e th o d s  c o u p le d  w i t h  d e ­
c i s i o n  t r e e  a n a l y s i s  m ig h t  p r o v e  t o  s e r v e  a s  a  v i a b l e  r e a s o n  
f o r  a  f i r m ' s  p o l i c y  and  managem ent p r o c e s s ,  r a t h e r  t h a n  an  
a n sw e r  o f  " i t  h a s  a lw a y s  b e e n  t h i s  w a y ."
Consumer c r e d i t  i s  o b v io u s ly  n o t  t h e  o n ly  ty p e  e x t e n d e d .  
Hence a n o t h e r  f u t u r e  t o p i c  w ould  be  t o  e ^ l o r e  o t h e r  fo rm s  
o f  c r e d i t  su ch  a s  c o m m e rc ia l  o r  r e a l  e s t a t e .  The s u b d i v i ­
s i o n s  o f  consum er c r e d i t  may a l s o  be p r a c t i c a l l y  i n v e s t i g a t -
Z-I
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ed w i th  i n t e n t  o f  p i n p o i n t i n g  e x a c t l y  t h e  p o p u l a t i o n  c h a r a c ­
t e r i s t i c s  f o r  a  p a r t i c u l a r  f i r m .
A g r i c u l t u r e  i s  a  l a r g e  i n d u s t r y  I n  t h i s  p a r t i c u l a r  a r e a .  
The im p a c t  o f  c r e d i t  u s a g e  by t h e  f a r m in g  community m ig h t  
p ro v e  e n l i g h t e n i n g  e s p e c i a l l y  i n  d e t e r m i n i n g  w hat c h a r a c t e r ­
i s t i c s  o f  t h e  members o f  t h i s  com m unity  a r e  i m p o r t a n t  i n  t h e  
f i n a l  d e t e r m i n a t i o n  o f  l o a n  a c c e p t a n c e  o r  r e j e c t i o n .
F i n a l l y ,  a n  i n t e r e s t i n g  m anagem ent p ro b lem  w hich  was a l ­
lu d e d  t o  e a r l i e r  i s  t h e  d i s p a r i t y  b e tw e e n  t h e  m a le - f e m a le  a t ­
t i t u d e s  i n  e x p l a i n i n g  t h e i r  f i r m ' s  c r e d i t  p r a c t i c e s .  I t  
w ould be  i n t e r e s t i n g  t o  r e s e a r c h  t h i s  p rob lem  t o  f i n d  o u t  
why su ch  a  d i s p a r i t y  e x i s t e d .  T h i s  would u n d o u b te d ly  c a l l  
f o r  a  c e r t a i n  d e g r e e  o f  s o c i o l o g i c a l  an d  p s y c h o l o g i c a l  b a c k ­
g ro u n d  a s  w e l l  a s  f i n a n c i a l  k n o w le d g e .  But i t  w ould  p r o v e  
t o  be i n f o r m a t i v e  t o  d i s c o v e r  t h e  r e a s o n s  b e h in d  t h e  r e a c ­
t i o n s  b e c a u s e  th e y  may h a v e  a n  im p a c t  on t h e  c o m p a n ie s '  c r e d ­
i t  p r a c t i c e s .
Thus t h e  l i m i t a t i o n s ,  a n a l y s i s  a n d  s u g g e s t i o n s  f o r  f u r ­
t h e r  s tu d y  h a v e  b e e n  d i s c u s s e d .  The s tu d y  h a s  p ro v e n  t o  be 
e n l i g h t e n i n g ,  r e w a r d in g  and  s u c c e s s f u l  i n  te rm s  o f  i t s  g o a l s  
an d  p u r p o s e s .  The f i n a l  c o n c l u s i o n s  w i l l  be t h e  t o p i c  o f  
t h e  f i n a l  c h a p t e r .  C h a p te r  V I .
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CHAPTER VI 
CONCLUSIONS
The H y p o th e s i s  
I n s o f a r  a s  p r o v in g  t h e  i n i t i a l  h y p o t h e s i s  t h a t  a  s t a n ­
d a r d  p o l i c y  e x i s t s  i n  t h e  G r e a t  P a l l s  a r e a  t h e r e t o  d e f i n i n g  
i t  a s  a  p a r t i c u l a r  c r e d i t  a r e a ,  t h e  " t y p i c a l  f i r m "  d e s c r i b e d  
i n  C h a p te r  IV, T a b le  I  i n d i c a t e d  t h a t  m o s t  f i r m s  g e n e r a l l y  
f o l lo w e d  a  s i m i l a r  c r e d i t  p a t h .  The q u a l i t a t i v e  a n d  q u a n t i ­
t a t i v e  r e s u l t s  a l s o  t e n d e d  t o  s u p p o r t  e a c h  o t h e r  i n  t h i s  r e ­
g a r d .  B ut i t  i s  f e l t  t h a t  t h e  " t y p i c a l  f i r m "  d e s c r i b e d  i n  
C h a p te r  IV s h o u ld  be t r e a t e d  i n  a  v e r y  g e n e r a l  m a n n e r .  By 
I n t e g r a t i n g  e a c h  f i r m ' s  d i f f e r e n c e s  i n  c l i e n t e l e ,  t h e  d i s ­
t i n c t  p o p u l a t i o n  c h a r a c t e r i s t i c  d i f f e r e n c e s ,  d i f f e r e n t  t y p e s  
o f  b u s i n e s s e s ,  d i f f e r e n t  s t a t e s  o f  p r o g r e s s i o n  a s  t o  a v a i l ­
a b l e  c r e d i t  g r a n t i n g  t o o l s ,  v a r y i n g  managem ent r e s t r i c t i o n s  
c o n c e r n in g  p o l i c y ,  and  v a r y i n g  p r o p o r t i o n s  o f  f l e x i b i l i t y  i n  
t h e  o v e r a l l  p o l i c y ,  t h e r e  i s  no s t a n d a r d  p o l i c y .
In  l o o k i n g  a t  a  s t a n d a r d  p o l i c y ,  r e c a l l  f ro m  C h a p te r  V 
t h a t  one o f  t h e  c r i t e r i a  was t o  h a v e  a  p o l i c y  t h a t  was e a s i ­
l y  d i s c e r n a b l e .  W ith a s  many d i f f e r e n c e s  a s  c i t e d  a b o v e ,  
s a t i s f y i n g  t h a t  c r i t e r i o n  w ould  b e  p r o h i b i t i v e  t o  s a y  t h e  
l e a s t .  A s e c o n d  c r i t e r i o n  was t h a t  t h e r e  m ust b e  e v id e n c e  
o f  c o m p le te  m anagem ent p r a c t i c e s .  By th e  f a c t  t h a t  t o o l s  a -  
v a l l a b l e  t o  t h e  v a r i o u s  f i r m s  a r e  n o t  a l l  u s e d  v i o l a t e s  t h i s
76
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s t a n d a r d .  F i n a l l y ,  t o  h a v e  a  s t a n d a r d  p o l i c y ,  a l l  o f  t h e  
t h r e e  c r i t e r i a  m u s t  b e  p r e s e n t  ( t h e  t h i r d  c r i t e r i o n  was a  
s i m i l a r  p o l i c y  t h r o u g h o u t  t h e  a r e a ) , and i n  t h i s  c a s e  two 
w ere  n o t .
T h a t  a s t a n d a r d i z e d  p o l i c y  d id  n o t  e x i s t  d o e s  n o t  i n ­
v a l i d a t e  t h e  i d e a  o f  a  c r e d i t  a r e a  a s  t h e  r e s u l t s  o f  t h e  
s tu d y  i n d i c a t e d  some b a s i c a l l y  s t a n d a r d  p r a c t i c e s .  I t  i s  
in t e n d e d  t o  b r i n g  t o  l i g h t  some o f  t h e s e  p r a c t i c e s .
Optimum P o l i c y
P e rh a p s  no p ro b le m  c a n  b e  s o lv e d  a d e q u a t e l y  u n l e s s  
e v e r y  known t o o l  i s  u s e d  i n  a t t e m p t i n g  t o  a r r i v e  a t  a  
f i n a l  s o l u t i o n .  N o t w i t h s t a n d i n g  t h e  f a c t  t h a t  t h e  m an a g e rs  
i n  th e  l e n d i n g  i n s t i t u t i o n s  w ere  l e a d i n g  and s u c c e s s f u l  i n ­
d i v i d u a l s ,  i t  was f e l t  t h a t  i n  g e n e r a l  t h e r e  w ere  more t o o l s  
t h a t  c o u ld  h a v e  b e e n  im p le m e n te d  w i t h o u t  c o n s i d e r a b l e  c o s t  
and t h e i r  i n s t i t u t i o n s '  s u c c e s s  i n  t u r n  w ould h av e  b e e n  
g r e a t e r .  S p e c i f i c a l l y  a  c r e d i t  s c o r i n g  s y s te m  m ig h t  h av e  
b e e n  u sed  i n  c o n j u n c t i o n  w i t h  t h e  t im e - h o n o r e d  a p p ro a c h  o f  
e x p e r i e n c e .  Some f i r m s  do t h i s  b u t  t h e y  w ere  i n  t h e  m in o r ­
i t y .  T h u s ,  a l t h o u g h  t h e  m a jo r  p o r t i o n  o f  t h e  l e n d i n g  i n s t i ­
t u t i o n s  i n  t h e  G r e a t  F a l l s  a r e a  had  a d e q u a t e l y  s o lv e d  t h e  
p ro b le m  o f  how t o  e x te n d  c r e d i t  p r o f i t a b l y ,  t h e i r  s o l u t i o n  
was n o t  c o m p le te .
S e n io r  m anagem ent seemed t y p i c a l l y  r e l u c t a n t  t o  ch an g e  
a n  a l r e a d y  s u c c e s s f u l  v e n t u r e .  W ith  t h e  o p p o r t u n i t y  to  a t  
l e a s t  p r o v id e  a  s e l f  c h e c k  on c u r r e n t  o p e r a t i o n s  t h a t  w ould
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seem t o  en h an ce  t h e i r  a l r e a d y  s u c c e s s f u l  o p e r a t i o n  and a l s o  
p av e  t h e  way f o r  f u t u r e  i n n o v a t i o n ,  m anagem ent f a i l u r e  to  do 
so a p p e a re d  t o  h e  a b i t  t o o  r i g i d  i f  n o t  o b s t i n a t e .  Manage­
m ent roust s u p p o r t  change  b e c a u s e  w i t h o u t  m anagem ent s u p p o r t ,  
t h e  ch an g e  i s  doomed t o  f a i l u r e .  I t  i s  f o r  t h a t  r e a s o n  t h a t  
a  c r e d i t  s c r e e n i n g  s y s te m  m ig h t  n e v e r  a t t a i n  w id e s p re a d  u s e  
i n  t h i s  a r e a .
An optimum p o l i c y  i n  t h e  p u r e  t h e o r e t i c a l  s e n s e  do es  
n o t  e x i s t  i n  t h e  a r e a  b e c a u s e  o f  m a n a g e m e n t’ s  f a i l u r e  to  u s e  
a l l  a v a i l a b l e  means o f  c r e d i t  e x t e n s i o n  and b e c a u s e  o f  man­
a g e m e n t’ s  r e l u c t a n c e  to  c h a n g e .  I t  i s  h a r d  t o  im a g in e  t h a t  
t h e  v a r i o u s  p r o f i t  f u n c t i o n s ,  c o s t  f u n c t i o n s ,  o p p o r t u n i t y  
r a t e s  and so on  c o u ld  be  m ax im ized  w i t h o u t  i m a g i n a t i v e  man­
ag em en t.
However, g i v e n  t h e  above d i s c r e p a n c i e s ,  i t  s h o u ld  be 
m e n t io n e d  t h a t  t h e  f i r m s  i n  q u e s t i o n  may v e r y  w e l l  o p e r a t e  
a t  t h e i r  own d e f i n i t i o n a l  optimum o r  m o s t  e f f i c i e n t  l e v e l  
s i n c e  t h e  c o n c e p t  o f  a  b e s t  l e v e l  i s  a  r e l a t i v e  o n e .  As 
l o n g  a s  s e n i o r  m anagem ent i s  s a t i s f i e d  w i t h  t h e  r e s u l t s  o f  
i t s  o p e r a t i o n ,  t h e n  t h a t  p a r t i c u l a r  l e v e l  may b e  t h e  o p t i ­
mum f o r  t h a t  f i r m .  Hence t h e  c o n c e p t  o f  a n  e v e r - c h a n g in g  
optimum p o l i c y .  H ow ever, f o r  t h e  p u r p o s e s  o f  t h e  s t u d y ,  a n  
optimum p o l i c y  p e r  s e ,  d o es  n o t  e x i s t  b e c a u s e  o f  t h e  l a c k  
o f  a  s t a n d a r d i z e d  p o l i c y  and p r i m a r i l y  b e c a u s e  o f  m anage­
m ent r e s t r i c t i o n .
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O th e r  P r a c t i c e s
G e n e r a l ly  e a c h  f i r m  f e e l s  t h a t  i t s  p o l i c i e s  a r e  a d e ­
q u a t e  f o r  I t s e l f  a n d  i t s  c u s to m e r s .  A d d i t i o n a l l y  e a c h  f i r m  
i s  c o n c e rn e d  w i th  t h e  g e n e r a t i o n  o f  good w i l l  a t  l e a s t  a t  
t h e  i n f o r m a t i o n a l  l e v e l .  Y et i t  i s  b e l i e v e d  t h a t  t h e  m er­
c h a n t s  i n  t h i s  a r e a  e n jo y  a  c a p t i v e  consum er a u d ie n c e  t h a t  
p e r h a p s  i s  t a k e n  f o r  g r a n t e d .  I f  one d o e s  n o t  buy a n  a r t i ­
c l e  i n  G re a t  F a l l s ,  h e  m ust e i t h e r  do w i t h o u t  o r  em bark  on a  
l e n g t h y  t r i p  e l s e w h e r e .  A lth o u g h  t h i s  a t t i t u d e  was n o t  p r e ­
s e n t  on t h e  s u r f a c e ,  i t s  p r e s e n c e  was f e l t  a t  a  s u b c o n s c io u s  
l e v e l .  G iven  t h a t  some o f  t h e  v a r i o u s  c r e d i t  o f f i c i a l s  q u e s ­
t i o n e d  do n o t  l i k e  c r e d i t  s c o r i n g  b e c a u s e  o f  l o s s  o f  t h e  h u ­
man f a c t o r ,  i s n ' t  t h e  c a p t i v e  a u d ie n c e  f e e l i n g  somewhat s i m i ­
l a r ?  E x te n d in g  g o o d w i l l  may h a v e  a b i t  f a r t h e r  t o  go i n  t h e  
com m unity.
Management r e s p o n s i b i l i t y  a t  t h e  J u n i o r  and  i n t e r m e d i ­
a t e  l e v e l s  was l i m i t e d .  T h is  may n o t  b e  a n  u n e x p e c te d  r e ­
s u l t  t o  h a v e  f o u n d .  Y e t  i t  i s  b e l i e v e d  t h a t  h e r e  i s  t h e  
v e r y  p l a c e  t o  u s e  c r e d i t  s c o r i n g  t e c h n i q u e s  to  a l l o w  t h e  j u ­
n i o r  l e v e l  e x e c u t i v e s  t o  d i g  i n  a  b i t  h a r d e r  and b e g in  t o  u n ­
d e r s t a n d  t h e  b a s i s  f o r  c r e d i t  e x t e n s i o n  and  th e  company p o l i ­
c y .  P e rh a p s  t h e r e  i s  no  s u b s t i t u t e  f o r  e x p e r i e n c e ,  a n d  w i th  
a  sy s tem  b u i l t  on e x p e r i e n c e  su c h  a s  c r e d i t  s c r e e n i n g ,  one 
who i s  new may v e r y  w e l l  g a i n  i n s i g h t  a t  a  more r a p i d  r a t e .
M a rk e t in g  s u p p o r t  was fo u n d  t o  b e  a  b i t  weak. Those i n  
t h e  b u s i n e s s  o f  s e l l i n g  c r e d i t  seem t o  do s o  w i t h o u t  r e g a r d
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t o  t h e  l a c k  o f  know ledge  on t h e  p a r t  o f  t h e  g e n e r a l  p u b l i c .  
T h e re  h a s  n o t  b een  enough e f f o r t  on t h e  p a r t  o f  t h e  l e n d i n g  
i n s t i t u t i o n s  t o  f u l l y  e d u c a t e  t h e  g e n e r a l  p u b l i c  a s  t o  t h e  
a d v a n ta g e s  and  d i s a d v a n t a g e s  o f  c r e d i t .  The m ed ia  h a s  been  
f r e q u e n t l y  u sed  b u t  i t  i s  f e l t  t h a t  i n  some c a s e s  i t  h a s  
b e e n  f u l l  o f  g im m iokery  t o  e n t i c e  b o r ro w e r s  r a t h e r  t h a n  e d u ­
c a t e  them . The f a c t  t h a t  t h e s e  p ro m o t io n  e f f o r t s  h a v e  b een  
l a c k i n g  was m e n t io n e d  by s e v e r a l  c r e d i t  m an ag ers  a s  d i s c u s ­
s e d  i n  C h a p te r  IV. One m an ag er  e v e n  f e l t  t h a t  more o f  a  s o ­
c i a l  i n j u s t i c e  was b e i n g  co m m it te d  r a t h e r  th a n  a  p u r e l y  b u s i ­
n e s s  m i s t a k e .
Mr. C h a r le s  T . McGarrough s t a t e d  i n  a  r e s e n t  a d d r e s s  t o  
a  b a n k e rs*  c o n v e n t io n  t h a t  t h e  la w  o f  consum ing  o n ly  a s  much 
a s  t h a t  w hich i s  p ro d u c e d  h a s  b e e n  i g n o r e d  by many who have  
a t t e m p te d  t o  l i v e  bey o n d  t h e i r  means t h u s  a c c o u n t i n g  f o r  o u r  
r i s i n g  i n f l a t i o n .  F u r t h e r  h e  s t a t e d  t h a t  " n e v e r t h e l e s s ,  we 
do h av e  an  o b l i g a t i o n  t o  f u l f i l l ,  f i r s t  an d  f o r e m o s t ,  t h e  
l e g i t i m a t e  n e e d s  ( n o t  t h e  s p e c u l a t i v e  n e e d s )  o f  t h e  communi­
t y  w i th  t h e  money we d e r i v e  f ro m  t h a t  c ommuni t y . P e r h a p s  
we a r e  a l l  t o  b lam e f o r  o u r  c u r r e n t  economy b u t  t h e  l e n d i n g  
i n s t i t u t i o n s  hav e  a n  i m p o r t a n t  e t h i c a l  o b l i g a t i o n  t o  t h e  p e o ­
p l e  o f  t h e  a r e a  t o  i n s u r e  p r o p e r  e d u c a t i o n  c o n c e r n in g  money 
m a t t e r s .  T h is  h a s  n o t  been  p ro m o ted  a s  much a s  i t  s h o u ld  
h a v e  b e e n .
The l e n d e r s  i n  t h e  G r e a t  P a l l s  a r e a  w ere  b e l i e v e d  t o  be
^ ^ C h a r le s  T. M cG arraugh, "Back t o  B a s i c s , "  A p r i l  16 , 1975.
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g e n e r a l l y  c o g n i z a n t  o f  c u r r e n t  eco n o m ic  c o n d i t i o n s .  Most b e ­
l i e v e d  t h a t  t h e  economy i s  s t a g i n g  a  com eback and  h a v e  begun  
m e a s u re s  i n  p r e p a r a t i o n  f o r  i t .  A w areness  o f  t h e  economy i s ,  
a s  was s t a t e d  i n  C h a p te r  I I ,  a  m u st f o r  e f f i c i e n t  c r e d i t  e x ­
t e n s i o n .
F i n a l l y ,  a  word m ust be  m e n t io n e d  a b o u t  l e g a l  r a m i f i c a ­
t i o n s .  By la w  i t  i s  i n e x c u s a b l e  t o  d i s c r i m i n a t e  a g a i n s t  an  
i n d i v i d u a l  b e c a u s e  o f  r a c e ,  s e x ,  r e l i g i o n ,  ag e  and so  on .
Sex, f o r  ex am p le  was r a t e d  o v e r a l l  a s  a  2 on t h e  q u e s t i o n ­
n a i r e  s i g n f y i n g  r e l a t i v e  u n im p o r ta n c e .  Y e t  one l o a n  o f f i c e r  
r a t e d  i t  a s  9 s t a t i n g  t h a t  h e  was o p e r a t i n g  w i t h i n  t h e  la w .
I t  i s  d i f f i c u l t  t o  a s c e r t a i n  how one  c a n  r a t e  s e x  a s  e x t r e m e ­
l y  i m p o r t a n t  i n  g r a n t i n g  c r e d i t  and  s t i l l  r e m a in  w i t h i n  t h e  
law , w h i l e  t h e  m a j o r i t y  c o n s i d e r  i t  s i g n i f i c a n t l y  u n im p o r ­
t a n t  an d  a l s o  r e m a in  w i t h i n  t h e  la w .  And p e r h a p s  t h e  m o st 
a n n o y in g  r e s u l t  fo u n d  was t h a t  o n e  c r e d i t  m an ag er  s t a t e d  
t h a t  t h e r e  was a lw a y s  s o m e th in g  t h a t  c o u ld  be fo u n d  t o  r e ­
j e c t  an  a p p l i c a n t .  P e rh a p s  t h e  d ic h o to m y  o f  t h e  r a t i n g  o f  
s e x  i s  one o f  h o n e s ty  v e r s u s  e s o t e r i c  o p e r a t i n g  p r a c t i c e s .
E p i lo g u e
I n  summary, t h e  G r e a t  P a l l s  c r e d i t  a r e a  may b e  d e f i n e d  
i n  p a r t  by t h e  " t y p i c a l  f i r m "  t a b u l a t e d  i n  C h a p te r  IV and  by 
t h e  v a r i o u s  p r a c t i c e s  o f  m anagem ent a s  d i s c u s s e d  ab o v e  w h ich  
i n c l u d e  ( 1 ) t h e  c a p t i v e  co n su m e r ,  ( 2 ) m a r k e t in g  a n d  promo­
t i o n ,  (3 )  e d u c a t i o n ,  (4 )  t h e  c o m p le t e n e s s  ( o r  I n c o m p le te n e s s )  
o f  m anagem ent u s a g e  o f  t h e  t o o l s  o f  c r e d i t  e x t e n s i o n ,  and
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(5 )  know ledge  o f  econom ic  a n d  l e g a l  r a m i f i c a t i o n s .
The g e n e r a l  i m p r e s s i o n  o f  t h e  c r e d i t  a r e a  i s  t h a t  o f  a  
s o l i d ,  c l o s e - k n i t  com m unity t h a t  h a s  a f i r m  f o u n d a t i o n  and  
s t r o n g  econom ic b a s e ,  b u t  a l s o  h a s  room f o r  c o n s i d e r a b l e  im­
p ro v e m e n t  i n  c r e d i t  e x t e n s i o n  p r a c t i c e s .  The l e n d e r s  r e p r e ­
s e n t  t h e i r  community w e l l  a n d  p r e s e n t  an  im p r e s s io n  o f  com­
p e t e n c y  i n  t h e i r  w ork .
As a  f i n a l  re c o m m e n d a t io n ,  i t  i s  b e l i e v e d  t h a t  t h e  com­
m u n i ty  s h o u ld  s t r i v e  f o r  t h e  m o st  e f f i c i e n t  m ethods o f  c r e d ­
i t  e x t e n s i o n  by u s i n g  a l l  a v a i l a b l e  t o o l s .  T h is  w ould  i n ­
c lu d e  t h e  u se  o f  a  c r e d i t  s c o r i n g  sy s te m  i n  a d d i t i o n  t o  t h e  
e x p e r i e n c e  m ethod , and a n  e v e r  c h a n g in g  and c o n s t a n t  r e v i e w  
o f  i t s  c u r r e n t  c r e d i t  e x t e n s i o n  p r a c t i c e s  t o  I n s u r e  t h a t  t h e  
b e s t  p o s s i b l e  i n f o r m a t i o n  i s  r e c e i v e d  on a n  a p p l i c a n t .  Of 
c o u r s e  t h i s  would i n c l u d e  p u r c h a s i n g  i n f o r m a t i o n  o n ly  when
r e q u i r e d .  W ith  a  c o m p e te n t  c r e d i t  s c r e e n ,  t h a t  p r o c e s s
AL
c o u ld  be made much e a s i e r .
N o tw i th s t a n d in g  t h e  t i g h t  economy an d  tra u m a  o f  a  r e ­
c e n t  r e c e s s i o n  c r e d i t  a p p e a r s  t o  b e  k i n g .  I t  i s  b e l i e v e d  
t h a t  c r e d i t  w i l l  c o n t i n u e  e x p a n s io n  i n t o  a  w id e r  v a r i e t y  o f  
new f r o n t i e r s .  And a s  t h e  h o r i z o n s  f o r  c r e d i t  e x p a n d ,  so
I t  s h o u ld  b e  u n d e r s t o o d  t h a t  t h e  re c o m m e n d a t io n s  a r e  
s t a t e d  f o r  t h e  g e n e r a l  G r e a t  P a l l s  a r e a .  N a t u r a l l y  t h e r e  
a r e  some s m a l l ,  l o c a l  f i r m s  t h a t  c o u l d  n o t  f e a s i b l y  i n c o r p o r ­
a t e  c r e d i t  s c o r i n g  o r  c o m p u te r  b a s e d  management i n f o r m a t i o n  
s y s t e m s .  The r e c o m m e n d a t io n s  a r e  b a s e d  on th e  " t y p i c a l  f i r m , "  
n o te d  i n  T a b le  I .  A d d i t i o n a l l y ,  t h e  re c o m m e n d a tio n s  m e n t io n ­
ed a r e  t o  be u se d  o n ly  i n  t h e  r e a lm  o f  t h e  s tu d y .  They may 
n o t  n e c e s s a r i l y  be g e n e r a l i z e d  and a p p l i e d  t o  o t h e r  a r e a s .
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to o  w i l l  t h e  G re a t  F a l l s  a r e a .  Y e t  t h i s  may h e  d e la y e d  some­
w hat u n l e s s  c o n s i d e r a b l e  t h o u g h t  i s  g i v e n  t o  p r o g r e s s i v e  man­
agem en t and ch an g e  i n  o r d e r  t o  i n s u r e  t h e  c o n t in u a n c e  o f  a  
s u c c e s s f u l ,  e n t e r p r i s i n g  com m unity .
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APPENDIX I
INTERVIEW QUESTIONS
1 . Do you h a v e  an y  o t h e r  b r a n c h e s  I n  t h e  s t a t e ;  c o u n t r y ?
2 .  Do you f e e l  t h a t  t h i s  p a r t i c u l a r  g e o g r a p h ic  l o c a t i o n  a f ­
f e c t s  y o u r  o v e r a l l  c r e d i t  p o l i c y ?
3 . I s  t h e  demand f o r  c r e d i t  i n c r e a s i n g ?
4 .  What i s  a  ro u g h  e s t i m a t e  o f  t h e  a v e r a g e  d o l l a r  am ount o f  
c r e d i t  t h a t  y o u r  o r g a n i z a t i o n  e x t e n d s  i n  a  m onth?
5 . What i s  a  r o u g h  e s t i m a t e  o f  t h e  a v e r a g e  d o l l a r  am ount o f  
r e c e i v a b l e s  t h a t  you h av e  o u t s t a n d i n g  a t  t h e  end  o f  t h e  
month?
6 .  Do you u s e  a  c r e d i t  s c o r i n g  t e c h n i q u e  t o  g r a n t  c r e d i t ?
7 .  ( I f  c r e d i t  s c o r i n g  i s  n o t  u s e d )  How do you g r a n t  c r e d i t ?
8 .  What p ro m p te d  y o u r  c u r r e n t  p o l i c y ?  I f  c r e d i t  s c o r i n g  i s  
n o t  u s e d ,  w ould  you  c o n s i d e r  i t ?
9 .  Do you em ploy a  m anagem ent i n f o r m a t i o n  sy s tem ?
1 0 . How do t h e  em p lo y e e s  r e a c t  t o  t h e  co m p u te r?  Do t h e y  s e e  
i t  a s  a  t h r e a t ?
1 1 . Does t h e  c r e d i t  m anager  o r  l o a n  o f f i c e r  h av e  a  s a y  i n  d e ­
t e r m i n i n g  c r e d i t  p o l i c y ,  o r  i s  t h i s  p o l i c y  s im p ly  h an d ed  
down f ro m  to p  m anagem ent?
12 . How much i n v e s t i g a t i o n  d o e s  y o u r  o r g a n i z a t i o n  do  p r i o r  
t o  e x t e n d i n g  c r e d i t ?
1 3 . What i s  t h e  m o st i m p o r t a n t  p i e c e  o f  i n f o r m a t i o n  t h a t  you 
c o u ld  r e c e i v e  on a n  a p p l i c a n t ?
1 4 .  Do you  t h i n k  t h a t  p e o p le  c a n  b e  t r u s t e d ?
1 5 . Do you  b e l i e v e  t h a t  m ost p e o p l e  a r e  c o o p e r a t i v e ?
1 6 . R ough ly , how many a p p l i c a t i o n s  d o e s  y o u r  o r g a n i z a t i o n  r e ­
c e i v e  on a  m o n th ly  b a s i s ,  an d  o f  t h o s e ,  how many a r e  r e ­
j e c t e d ?
84
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1 7 . What i s  t h e  n o rm a l paym ent p e r i o d ?
18 . How lo n g  do you  w a i t  b e f o r e  t a k i n g  a c t i o n  on a n  u n p a id  
a c c o u n t?
1 9 .  What i s  y o u r  n o rm a l p o l i c y  w i th  r e s p e c t  t o  u n p a id  a c ­
c o u n ts ?
2 0 . Do you f e e l  t h a t  y o u r  s y s te m  o f  c r e d i t  e x t e n s i o n  (and 
o v e r a l l  p o l i c y )  i s  a d e q u a t e ?
2 1 .  What im p ro v em en ts  would y ou  make i f  you had t h e  o p p o r tu n ­
i t y ?
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APPENDIX I I
q u e s t io n n a ir e
I n s t r u c t i o n s
Below a r e  l i s t e d  f o u r t e e n  v a r i o u s  a t t r i b u t e s  t h a t  a n  a p ­
p l i c a n t  f o r  c r e d i t  may p o s s e s s .  A num ber l i n e  a p p e a r s  p r i o r  
t o  t h e  l i s t i n g  i n d i c a t i n g  t h e  r e l a t i v e  im p o r ta n c e  t h a t  m ig h t  
be a s s i g n e d  t o  t h e  a t t r i b u t e  i n  q u e s t i o n .  Choose a number 
on t h i s  l i n e  w hich  m ost c l o s e l y  d e s c r i b e s  t h e  im p o r ta n c e  o f  
t h i s  c u s to m e r  a t t r i b u t e  t o  t h e  c r e d i t  d e p a r tm e n t  i n  y o u r  
o p in io n ,  a n d  p l a c e  t h e  number i n  t h e  s p a c e  p r o v id e d  n e x t  t o  
t h e  c h a r a c t e r i s t i c  l i s t e d .  The num ber r a n g e s  a r e  f rom  unim ­
p o r t a n t  (#1)  t o  v e r y  i m p o r t a n t  ( # 9 ) .
u n im p o r t a n t m o d e r a te ly
im p o r t a n t
9
v e r y
im p o r t a n t
a . O c c u p a t io n
b . Number o f  c h i l d r e n
0. Sex
d . Home owner
e . Bank r e f e r e n c e s
f . Age
g- Has t e l e p h o n e
h . M a r i t a l  s t a t u s
i . L e n g th  o f  t im e  a t  p r e s e n t a d d r e s s
,1. Income b r a c k e t
k . S a v i n g s / c h e c k i n g  a c c o u n t
1 . Car owner
m. L e n g th  o f  t im e  on c u r r e n t jo b
n . G e o g ra p h ic  l o c a t i o n  o f  r e s i d e n c e
86
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APPENDIX III
LIST OP FIBMS INTERVIEWED
A. Banks (S av ln f is  and  L oan)
1 .  F i r s t  F e d e r a l  S a v in g s  and  Loan
2 .  M ontana Bank
3 . N o r th w e s te rn  Bank
h .  C e n t r a l  Bank o f  M ontana
5 . F i r s t  N a t i o n a l  Bank
6 .  G re a t  F a l l s  F e d e r a l  S a v in g s  and  Loan
7 . V i l l a g e  Bank
8 . E a s t s i d e  Bank o f  M ontana
B. C r e d i t  O nions
1 . Malmstrom F e d e r a l  C r e d i t  U nion
2 .  G re a t  F a l l s  C o o p e r a to r s  F e d e r a l  C r e d i t  U nion
3 . Montana C e n t r a l  C r e d i t  U nion
4 .  U. S . Em ployees F e d e r a l  C r e d i t  Union
C. R e t a i l  S t o r e s
1 .  S e a r s  Roebuck an d  Company
2 . Beckm an's
3 . J .  C. Penney Company I n c o r p o r a t e d
4 .  Montgomery Ward and  Company
5 . B u t t r e y ' s  S u b u rb an
0 .  R e s te d * s  D e p a r tm e n t  S t o r e
7 . Z a l e s ' s
8 .  Kaufm ans, I n c .
D. Loan A g e n c ie s
1. L i b e r t y  Loans
2 .  H ouseho ld  F in a n c e  C o r p o r a t i o n
3 . N y q u is t  F i n a n c i a l  S e r v i c e s
4 .  A e tn a  Loan S e r v i c e
3 . Avco Loan S e r v i c e
6 .  B e n e f i c i a l  F in a n c e
7 . W es te rn  C r e d i t  Company I n c o r p o r a t e d
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APPENDIX IV 
CREDIT SCORING GUIDE
( S p e c i f i c  C h a r a c t e r i s t i c  W e ig h ts )
O c c u p a t io n  
(WelKht = 7)
Number o f  C h i l d r e n  
(W eigh t = 4}
R e s id e n c e  
(W eigh t = 5)
U n s k i l l e d  1 None 1 R ent 1
S k i l l e d  3 One 2 Own 2
T e c h n i c a l  5 Two 3
M a n a g e r ia l  7 T h ree 2
E x e c u t iv e  9 F our 1
F iv e 0
Bank R e f e r e n c e s Age T e le p h o n e
(W eigh t = 6) (W eigh t = 4 ) (W eight = 5)
0 1 20 -  30 1 Not I n  Home 1
1 2 31 “ 40 2 I n  Some 2
2 3 41 -  50 3
Slow  1 51 -  60 4
Medium 2 o l  + 1
Prom pt 3
M a r i t a l  S t a t u s Time a t  A d d re s s Income B r a c k e t
(W eigh t = 5) (W eigh t = 6) (W eigh t = 7)
S i n g l e 1 0-1 y e a r ( s ) 1 7 , 5 0 0  -  9 .9 9 9
S e p a r a t e d / D i v o r c e d 2 1-2 2 1 0 ,0 0 0 -1 9 ,9 9 9
Widowed 3 3-5 3 20 ,000+
M a rr ie d 4 6+ 4
S a v in g s /C h e c k in g C ar Tlme on Jo b
(W eigh t = 6) (W eigh t = 3) ( W e ig h t_= 8)
C h e c k in g  o n ly  1 None 0 0-1 y e a r  1
S a v in g s  o n ly  2 P a y in g 1 1 -2  3
B o th  3 Owns 2 3 -5  5
6-10  
11 +
7
9
Max S c o re  = 316
C u to f f  = 1 8 7 .5  = 3 1 6 + 5 9 - 2
Low = 59
1
3
5
88
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.
APPENDIX V 
"TYPICAL" FIRM SIZE DATA
The f o l l o w i n g  a r e  d a t a  o b t a i n e d  fro m  t h e  f i r m s  t h a t  
w ere  I n te r v i e w e d  d u r i n g  t h e  c o u r s e  o f  t h e  p r o j e c t .  The c a t e ­
g o r i e s  I n v o lv e d  a r e  d o l l a r  am ount o f  c r e d i t  e x te n d e d  p e r  
m onth, d o l l a r  am ount o f  r e c e i v a b l e s  due a t  t h e  end  o f  a 
m onth , t h e  num ber o f  a p p l i c a t i o n s  r e c e i v e d  p e r  m onth , and 
t h e  number o f  a p p l i c a t i o n s  r e j e c t e d  a s  a  p e r c e n t .
These d a t a  a r e  a n  a t t e m p t  t o  c o n s o l i d a t e  t h e  r e s u l t s  o f  
q u e s t i o n i n g  t h e  v a r i o u s  c r e d i t  m an ag e rs  and l o a n  o f f i c e r s  I n  
t h e  a r e a  g i v i n g  a n  e x t r e m e ly  ro u g h  e s t i m a t e  o f  t h e  o p e r a ­
t i o n s  o f  a n  " a v e r a g e "  o r  " t y p i c a l "  f i r m  In  G r e a t  F a l l s ,
I t  s h o u ld  be  u n d e r s to o d  t h a t  t h i s  i s  a  ro u g h  e s t i m a t e  
b e c a u s e  c o n s i d e r a t i o n  was n o t  g iv e n  t o  b u s i n e s s  t y p e ,  s i z e  
o r  c l i e n t e l e  p e r  s e .  The m ain  c o n s i d e r a t i o n  g iv e n  was t o  
how c r e d i t  I s  e x t e n d e d .
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9 1
As t h e r e  l e  a  n o t i c e a b l e  d i s c r e p a n c y  i n  am ount e x te n d e d  
a n d  am ount due  b e c a u s e  o f  t h e  t y p e  o f  b u s i n e s s ,  i t s  s i z e  o r  
o t h e r  f a c t o r s ,  t h e  a v e r a g e  would n o t  p r e s e n t  a  m e a n in g f u l  
f i g u r e .  To p r o v i d e  a  m ore  a c c u r a t e  d e s c r i p t i o n  o f  t h e  " ty p l -  
c e l "  f i r m ,  t h e  m ed ian  was t a k e n  i n  a l l  c a s e s .
D o l l a r  Amount 
o f  C r e d i t  
E x ten d ed
D o l l a r  Amount o f  
R e c e i v a b l e s  Due
A p p l i c a n t s
R e c e iv e d
A p p l i c a n t s
R e je c te d
6 5 . 0 0 0 , 0 0 0 6 0 . 0 0 0 , 0 0 0 1000 80
1 , 0 0 0 , 0 0 0 2 8 , 0 0 0 , 0 0 0 3 0 0 80
4 7 5 .0 0 0 1 3 , 5 0 0 , 0 0 0 250 75
4 5 0 , 0 0 0 9 . 0 0 0 , 0 0 0 150 44
2 4 0 ,0 0 0 4 , 5 0 0 . 0 0 0 100 40
2 2 5 , 0 0 0 3 , 3 0 0 , 0 0 0 100 40
1 2 5 .0 0 0 1 , 5 0 0 , 0 0 0 75 40
1 1 6 ,0 0 0 1 , 5 0 0 . 0 0 0 70 40
1 0 0 . 0 0 0 1 . 0 0 0 . 0 0 0 70 33
1 0 0 . 0 0 0 6 0 0 .0 0 0 60 25
8 5 , 0 0 0 5 0 0 .5 0 0 45 20
8 5 , 0 0 0 2 4 0 .0 0 0 34 15
8 0 , 0 0 0 2 2 5 , 0 0 0 25 10
5 0 , 0 0 0 1 2 5 . 0 0 0 11 10
4 0 .0 0 0 1 0 0 ,0 0 0 10 5
8 .0 0 0 9 0 . 0 0 0 4 . 3
8 5 . 0 0 0 4
3 8 , 0 0 0 3 . 3
1 0 ,0 0 0
R e s p o n s iv e n e s s  (Number o f  f i r m s  g i v i n g  a n  a n s w e r  d i v i d e d  by 
t h e  number o f  f i r m s  q u e r r l e d ) ;
1 .  C r e d i t  E x te n s io n :  1 6 /2 7  = 59%
2 . R e c e i v a b l e s  Due: 1 9 /2 7  * 70%
3 . A p p l i c a n t s  R e c e iv e d :  1 5 /2 7  = 5̂ >%
4 .  A p p l i c a n t s  R e j e c t e d :  1 8 /2 7  = 67#
M edians:
1 ,  C r e d i t  E x t e n s i o n :  $ 1 1 6 ,0 0 0  + 1 0 0 ,0 0 0  = 2 1 6 ,0 0 0  r  2
$ 1 0 8 .0 0 0
2 ,  R e c e i v a b l e s  Due; $600^000
3 .  A p p l i c a n t s  R e c e iv e d :  70 °̂
4 .  A p p l i c a n t s  R e j e c t e d :  3 3 #  + 2 5 #  = 58#  f  2 = 29#
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